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AGENCY OVERSIGHT HEARING ON HHS: THE 
MISSION OF HHS 


WEDNESDAY, MARCH 1, 1995 

House of Representatives, 

Subcommittee on Human Resources and 
Intergovernmental Relations, 
Committee on Government Reform and Oversight, 

Washington, DC. 

The committee met, pursuant to notice, at 10:04 a.m., in room 
2247, Rayburn House Office Building, Hon. Christopher Shays 
(chairman of the subcommittee) presiding. 

Members present: Representatives Shays, Souder, Chrysler, Mar- 
tini, Sanford, Towns, Lantos, Barrett, Green, and Fattah. 

Staff present: Lawrence Halloran, staff director imd counsel; 
Doris Jacobs, associate counsel; Kate Hickej^ professional staff; 
Robert Newman, professional staff; Thomas Closta, clerk; Cheryl 
Phelps, minority professional staff; and Elisabeth Campbell, minor- 
ity clerk. 

Mr. Shays. I would like to call this hearing to order and to wel- 
come our very distinguished Secretary of HHS and our Deputy Sec- 
retary Walter Broadnax — nice to have you here as well — and say 
I feel it is a very special time to have you. You are a distinguished 
public servant. Our paths crossed in 1975 when you were hired by 
the Finance Committee of the Connecticut General Assembly to 
redo how we finance public education, and we are still using the 
system that vou helped us devise in 1975, and I think we have 
been blessed by that system. 

So, Madam Secretary, I welcome you, and, as we do with all wit- 
nesses who appear before us, we will swear both of you in, but I 
view this as a very informal discussion about what the Department 
is doing, where you have your challenges, where you have your suc- 
cesses, and how we can be helpful in making this a more successful 
government. But if you will both rise I will swear you in. 

[Witnesses sworn.] 

Mr. Shays. Just to reiterate, the hearing is to discuss the chal- 
lenges that are before HHS, areas of success, areas where you feel 
you need to do a better job; also if we could touch on — and I think 
your statement does that — ^how the Department might look to 
change and be better organized. I know you have an ongoing proc- 
ess in that way. 

So I would welcome you to this hearing, and I would just say 
that any statement that you have or your Deputy Secretary or any 
of the Members have will be included in the record. I would ask 
unanimous consent that that would be the case, and I will call on 

(I) 
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the ranking member and also welcome the former chairman of a 
committee that I served on that included some of our jurisdiction. 

It is wonderful to have you here, Mr. Lantos, as well. 

[The prepared statement of Hon. Christopher Shays follows:] 

Prepahed Statement op Hon. Christopher Shays, a Representative in 
Congress Prom the State of Connecticut 

This oversight hearing by the Subooounittee on Human Resources and Intergov- 
ernmental Relations on the Department of Health and Human Services is its nrst 
hearing with this agency in the 104th Congress and we are pleased to have as our 
first witness the S^retary of the Department, Donna E. Shalala. Today we start 
our oversight process by discussing the mission of HHS in order to begin to i^ntily 
mmor cmportunities for cost saving, improved efficiency, and reform. 

The HHS budget request for FY96 is $716 billion, a 7.5% increase or approxi- 
mately $55 billion over the FY95 budget. Their budget request includes $37 nillion 
for discretionary programs, an increase of 4% or $1.5 billion. While HHS has made 
progress by conaolidatiM some activities, reducing funding for selec^d programs, 
ancT reducing the rate ofgrowth in health-related entitlements, we hope that much 
more can be done. 

HHS is a vast, complex organization and this Subcximmittee will be spending a 
great deal of time examining its management systems and controls as well as its 
plans, programs and problems. In future hearings we will seek the views, criticisms 
and recommendations of a variety of oroanizations and individuals such as the Gen- 
eral Accounting OfTice, Congressional Budget Office, Inspectors General and others 
from the public and private sectors who are familiar with HHS. 

As we cxinduct all hearings, our position continues to be that we want to know 
what the departments and a^ncies under our jurisdiction are doing right in addi- 
tion to what they mi^t be doing wrong. 

We Icxik forward to the Secretary’s testimony and very much ^preciate her time 
and views to assist us as we begin our deliberations on HHS. Her testimony will 
be valuable in helping the Subcommittee meet its oversight and reform responsibil- 
ities. 

Mr. Shays. Mr. Towns. 

Mr. Towns. Thank you very much, Mr. Chairman, first for hold- 
ing this hearing. 

Let me say that I have tremendous respect for the chairman to 
the point where, if they asked me to pick somebody in the Repub- 
lican Party that is a member to rank undelr, I am certain that I 
would select you, there is no question about it, because of my admi- 
ration, because of my respect for you. 

But I must say that I am concerned about the fact that, as we 
meet, as we talk, and as we discuss, at the same time there seems 
to be a bigger agenda, a higher agenda by the leadership, wherein 
we had the Secretary of HUD in, and I thought we had an excel- 
lent discussion, and I felt there were some things there that we 
could bemn to work with and to do to be able to strengthen HUD 
and, at the same time, provide the kind of services that need to be 
provided, but the next day I read in the paper that HUD was being 
cut $7 billion. So it comes to mind, what are we really talking 
about? Are we going to be serious about this? And I hope we are 
because this is a very serious kind of matter that we are dealing 
with, and inasmuch as I have great respect for the Secretaiy and 
I know her commitment and dedication, but Houdini can’t do but 
so much without having the kind of resources to be able to meet 
the needs of people out there, and, as you know, the needs are real- 
ly great. So I am sort of wondering in terms of how this is going 
to really play out over the next few weeks. 

We will have before us, I know, other Secretaries who operate 
agencies which come under our jurisdiction. How can we, on the 
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one hand, ask them to define and defend their mission and oper- 
ations and programs, activities, and give us their reinvention plans 
while, on the other hand, we plot to raid their agencies without any 
warning whatsoever, let alone consultation? Nfiiybe it is our mis- 
sion that needs to probably go under review. Maybe that is what 
we need to do. 

I know you are on the Budget Committee. Maybe you can at 
some point shed some light on some of this, and I know your com- 
mitment, and I know your dedication. I don’t question it one iota. 
I know of your concern about providing quality care, and I would 
never question that because I know in terms of many discussions 
that I have had with you, but I must say to you that I am troubled 
over the fact of how we are dealing with this issue, these many is- 
sues, not only in terms of this particular agency but other agencies. 

So here again, as much as I am very excited about the format 
and I think that you are on the right track, but I am not sure 
whether or not there is a bigger agenda that makes what we are 
doing almost irrelevant. 

I yield back. 

[The prepared statement of Hon. Edolphus Towns follows:] 

Prepaked Statement of Hon. Edolphus Towns, a Representative in Congress 
From the State of New York 

Mr. Chairman, I commend your leadership in convening this hearing and what 
1 understand will be subsequent meetings regarding the Department of Health and 
Human Services and its future operations. You have worked hard to create a con- 
structive and bipartisan atmosphere for us to consider this important issue; as you 
did during the past two HUD hearings, and as we can surely expect for later hear- 
ings. 

However, I am deeply concerned that these hearings mw be, for all intents and 
purposes, ^ndamentally immaterial. That in light of the ‘'Contract With America” 
and the underlying goals set out by the Republican leadership, the future of these 
agencies is a foregone conclusion. 

How can we have a HUD hearing with Secretary Cisneros one day — a hearing 
with the GAO and HUD IG a week later — and then sit back and watch as HUD’s 
current budget is slashed by $7 billion the veiy next day? 

And while I find it very hard to believe that this legislative body can act respon- 
sibly within a 24 hour timeframe, I certainly don’t believe we can do so retro- 
actively, as we propose to attempt today. 

Today we will ask the Secretary of the Department of Health and Human Services 
to present and defend her 1996 budget and efforts to improve the performance of 
this critical agency in the face of: 

• A rescissions bill that guts existing and operational HHS programs; 

• A welfare reform bill that undermines work requirements already set out in 
current law and punishes children for mistakes their parents make; and 

• A child welfare bill that repeals the provision in Die child care and development 
block grant that provides resources for early childhood, before-school and after- 
school programs, and deprives poor children of possibly the one nutritious meal they 
might eat in a day. 

u, as it certainly appears, this Congress has opted to legislate throu^ the appro- 
priations process, then the oversight activities of this committee are a moot Mint. 

Over the next two weeks, we will have before us three other cabinet oinciEils 
whose agency operations fall within our jurisdiction. How can we, on the one hand, 
ask them to define and defend their mission, operations, program activities, and 
reinvention plans, while on the other hand, we plot to raw their agencies without 
warning, let alone consultation? Maybe it’s our mission that needs to undergo a re- 
view. 

Mr. Chairman, like you, I take my committee responsibilities very seriously and 
therefore welcome today’s hearing as an important first opportunity to consider the 
administrations’s strategy for restructuring and revitalizing HHS. 

Madame Secretary, I appreciate your hard work and look forward to your views 
on the future of your agency and the population you serve, both as you have 
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planned, and possibly as a casualty of some more draconian agenda. And, althou^ 
I am anxious to learn in the fullest detail of your agenc^s reinvention strategy, I 
understand that you may be precluded from sharing aspects with us that have not 
yet been formally presented to the Vice Ihesident. 

Mr. Chairman, I would urge that we leave the record open to allow the Secretary 
to submit additional testimony regarding I%ase II of the Department’s reinvention 
initative when it becomes available later this month. 

Mr. Shays. Thank you. I thank the gentleman. 

Representative Lantos, would you have a statement? 

Mr. Lantos. I don’t have a statement, Mr. Chairman, but I 
would like to make a couple of very brief remarks. 

First, let me say that I want to congratulate you for assuming 
the chairmanship of this very important subcommittee. There is no 
Member of the Republican Party for whom I have more respect 
than you, and there is no Member for whom I have a greater de- 
gree of personal friendship than I feel toward you. I know you will 
discharge your responsibility with fairness and an enormous degree 
of conscientiousness and distinction. 

I am equally pleased to have my good friend. Representative 
Towns, as the ranking member who will do equally well. 

I just want to say a word about our distinguished witness who 
has brought to government a degree of intelligence and compassion 
and imderstanding and a commitment to public service that we are 
all immensely proud of. 

I do find the whole thrust of what we are doing in this field noth- 
ing short of nauseating. The New York Times ran a chart last Sun- 
day, which I hope all of you saw, that demonstrates that, of all the 
western industrial powers, our tax burden is by far and dramati- 
cally the lowest. This chart I would like to ask be part of this 
record because what this chart shows is the attempt at brain wash- 
ing that is permeating this country. 

[The information referred to follows:] 

WESTEaiN Europe’s Tax Burden 

TAXES IN WESTERN EUROPE ARE mOH . . . 

Government Tax Revenues as a Percent of Gross Domestic Product in 1994 


Per- 

C4unt(y c«it- 


Denmark 58-6 

Svwden 58-2 

Norway 55.2 

Finland 54.0 

Netherlands 51.2 

Belgium 50.0 

France 49.8 

Austria 48.0 

lUly 46.3 

Germany 46.1 

Spain 39.5 

Britain 36.4 

United States 31.6 

Western Europe 45.5 


Sourcs: Orsanizttion for Ecoflomic Cooporotion and Dwetopmont. 
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. . . AND MANY COUNTRIES PLAN NEW TAXES IN 1996 

Britain— 4 percent rise in excise on alcohol. Small rise in gasoline and diesel 
taxes. 

Germany — 7.6 percent income tax surcharge for rebuilding of East Germany. Dou- 
bling of wealth tax to 1 percent. 25 percent jump in tax on msurance policies. 1 per- 
cent tax to pay for elderly care. 

France — Increase on gasoline taxes push prices up 6 percent. New taxes expected 
later in the year to combat big budget defldt. 

Italy — Large tax increase expected later in year to reduce growing budget deficit. 

Spain — Value added tax jumps to 16 percent, from 16 percent. 2.6 percent rise in 
transporation taxes. 3.6 percent increase in alcohol taxes. Gasoline, electricity, to- 
bacco and mail taxes all increase. 

Sweden — Top tax bracket rises to 56 percent, from 61 percent. 2 percent payroll 
tax to pay for pension and health insurance. VA.T. increases for postage and res- 
taurants. 

Switzerland — 6.6 rarcent VA.T. on wide range of goods introduced, replacing nar- 
rower 6.3 percent smes tax. 

Mr. Lantos. The message that you get is that the long suffering, 
ultra-rich need relief. And Herblock’s cartoon in this mornings 
paper showing children and women going first as they are pushed 
on the gangp^k into the turbulent waters of life adequately sum- 
marizes what we are doing. 

The problem with this country is not that the poor are getting 
too much money, the problem in this country is not that too many 
people are being inoculated or too many pregnant women are get- 
ting some help, the problem in this country certainly lies else- 
where. It lies in the 1980’s, during the course of which mind bog- 
gling fortunes were made not by production but by the shuffling of 
papers and the development of a mentality of greed and selfishness 
and a total disregard for the common weal. 

When I came to this country, Mr. Chairman, in 1947 as a penni- 
less immigrant on an academic scholarship, the single thing that 
impressed me most was that this society was moving increasingly 
toward less and less class division and the doors of opportunity 
were gradually being opened wider and wider, which enabled a 

E enniless immigrant from Central Europe to get an education, 
uild a family, and, near the end of his career, begin public service 
in the Congress of the United States. 

I see all the trends running in the opposite direction, and as one 
who is as passionately patriotic as only people who are Americans 
by choice typically are, I cry for this trend. Everything which we 
have built over decades is in the process of being destroyed on the 
phony grounds that there have been excesses, as there obviously 
nave been, inefficiencies, bureaucratic mistakes, you name it. I 
wonder whether General Motors or General Electric or IBM or any 
of the other giants are flawless in their activities. They don’t seem 
to be. 

One of the largest British banks just in the last 2 days went 
bankrupt. It went bankrupt. A paragon of private enterprise, be- 
cause of its failure of adequate oversight, has now found itself fac- 
ing almost a billion-dollar loss because of the activities of a single 
individual. We crucify the CIA when, among its tens of thousands 
of operatives, you find a skunk. We destroy agencies where an occa- 
sional individual makes a mistake as if all of us would be that per- 
fect. 

I don’t need to remind the chair that whatever problems we have 
are surely bipartisan. The indictment against James Watt, former 
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Secretary of the Interior, and an indictment that you and I worked 
so hard on in our investigation, just came down. So I think the self- 
riehteous and arrogant conceit that permeates so many of our new 
colleagues is nothing short of nauseating, as if they had discovered 
virtue in government and are now determined to inculcate it into 
the rest or us. 

Let me also say, Mr. Chairman, in conclusion, that I want to pay 
tribute to you personally and to another colleague who is no longer 
with us. Congressman Dick Swett of New Hampshire, who are 
coauthors of the Congressional Accountability Act which passed 
this body by a vote of 427-4 last August, and it was Republican 
shenanigans in the Senate that prevented it from becoming law in 
the 103d session. 

I find it amusing but also disgusting that every time I hear the 
recitation of the great achievements of the 104th Congress the only 
Act that anybody can point to, because it is the only piece of legis- 
lation that passed, is the Congressional AccoimtabiliW Act, which 
was the product of a bipartisan effort led by you and Congressman 
Swett, and it is now the piece de resistance of those who are trpng 
to wreck everything that we built in this society. 

I was on a television program 

Mr. Shays. If you could just try to wrap it up. 

Mr. Lantos. I will wrap it up. 

I was on a television program sponsored by the chamber of com- 
merce the other day, and one of the freshmen very proudly claimed 
credit for this new era which was able to pass this legislation. He 
didn’t have a clue that we did this last time and we did it on a 
bipartisan basis. 

So I hope as we listen to the Secretary and deal with these issues 
we return to a balanced and bipartisan approach and finally get be- 
yond this shrill, phony crusade which has discovered virtue and ef- 
ficiency in the last few weeks. 

I thank the chair. 

Mr. Shays. I thank the gentleman for his comments, and before 
calling on the Secretaiy, I would say for the record that this is a 
committee that oversees waste, fraud, and abuse in the Depart- 
ments of HUD, HHS, Labor, Education, and Veterans’ Affairs, and 
also has the responsibility for all reorganization as well. 

Our job is not to create programs but to look at programs to 
make sure that they are being run well. We have responsibility for 
all reorganization. We also have responsibility for intergovern- 
mental relations, the whole concept of federalism, and one of the 
things we will be focused on is a dollar appropriated, how much 
does it really mean, how much actually gets down to the person on 
the street. 

There are other comments that both my colleagues feel very 
strongly about that I would be happy to adaress. I certainly think 
that the Senate showed binartisan cooperation in killing the con- 
gressional accountability bill last year. So as it passed by biparti- 
san support, it also died with it as well, and I would say to the Sec- 
retary that this is intended to be your opportunity to present your 
feelings and convictions about your Department, Jind we don’t 
think that it is going to be required that we will have to ask you 
to come before toe committee again. You are opening it up, and 
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then we intend to call on your Assistant Secretaries and other peo- 
ple who ably serve the Department. So we know that this is, I 
think, the eighth committee you have spoken to since the start of 
the year ana appreciate you being here and happy to see a smile 
on your face. 

STATEMENT OF DONNA SHALALA, SECRETARY, U.S. DEPART- 
MENT OF HEALTH AND HUMAN SERVICES, ACCOMPANIED 

BY WALTER BROADNAX, DEPUTY SECRETARY 

Ms. Shalala. Thank vou very much, Mr. Chairman. 

I am very pleased to be here. I have not testified before this com- 
mittee before. It is my eighth testimony in 2 months. I think that 
was the total of my testimony for all of last year actually. It is very 
nice to see you again. 

I should point out I was hired by the Republicans in the State 
legislature in Connecticut early in my academic career to go with 
my graduate students and work on a very important school finance 
issue. 

I am also pleased to be here with my colleague, Walter 
Broadnax. He and I have never testified at the same time, so this 
will be fun for us. 

Let me race through my testimony just to give you some feel for 
what I have in my text. 

Mr. Shays. No, you do not need to race through it. Feel free to 
give it any way you would like, and we will get you out of here be- 
fore 12. 

Ms. Shalala. All right. 

Let me say that we look forward to working with the committee. 
My Assistant Secretaries are available to come before you. We will 
be talking to you about some reorganization as we work through 
REGO II with the Vice President, and I think you will receive most 
of those proposals very favorably. 

We believe that government must focus on the everyday needs of 
the American people. We believe that local communities have to 
participate in identifying their problems and should play a guiding 
role in solving them. We believe that some jobs now aone by the 
Federal Government should be turned back to the States. But we 
also believe that some issues cross State boundaries and require 
leadership at the Federal level. 

By its very definition, the mission of the Department of Health 
and Human Services promotes the health and the well-being of 
every single American. Our mission includes everything from 
ground-breaking research at the National Institutes of Health, to 
ensuring the safety of Americas’ food and drugs, to providing a 
Head Start for our children, to enhancing the Medicare program for 
America’s seniors. These are crucial duties, Mr. Chairman, and 
they demand world-class performance. That is our responsibility to 
the American people. We must be tough, we must be disciplined, 
and we must be responsive to the American public. We must learn 
to do more with less. 

Before I continue though, I would like to talk for a few minutes 
about the impact on the Department of the rescissions bill that the 
Labor-HHS Appropriations Subcommittee reported out last week. I 
am here today to discuss with you how to make the Department 
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more efficient and effective, and I see this process continuing as a 
thoughtful dialog between the Department and Congress. 

Unfortimately, the rescissions package is a step in the opposite 
direction. It is not a thoughtful approach to making government 
more efficient. In fact, I believe the appropriators wielded a hatch- 
et, hitting the most vulnerable Americans. One example of this is 
the historic toll-free 24-hour domestic violence hotline to offer ad- 


vice and, most importantly, referrals to battered women and their 
children. It was a central part of last year’s crime bill. It was the 
part of the prevention proposals in the crime bill that had biparti- 
san support. It was funded at just $1 million under last year’s 
crime bill, and was eliminated in the rescissions bill. I believe that 
this cut is a giant step backward in the fight against domestic vio- 
lence. 


The rescissions bill also cuts the Ryan White Program by $13 
million, which represents about 25 percent of the funding increase 
from 1994 to 1995. This program provides crucial services to people 
with AIDS or who are HIV positive, including a special demonstra- 
tion program for pediatric patients. AIDS is now the leading cause 
of death for all Americans between the ages of 25 and 44, and 
every dollar of fimding for this program is vital. 

Mr. Chairman, I realize that we all have tough choices to make, 
but these choices have to be made in a coordinated and thoughtful 


manner to protect all Americans, particularly children. We are 
ready to do our part. The Reinventing Government Initiative led by 
Vice President A1 Gore is part of our effort to make government 
more responsive, more efficient, and effective. 

We are just now beginning the second phase of reinventing gov- 
ernment. We are reexamining everything we do with a view toward 
answering the fundamental questions that the President asked 
every Department and agency to address. First: Are our programs 
or functions critical to the agency’s mission and based on customer 
input? Second: Can the program or the function be done as well or 
better at the State or local level? Third: Is there a way to cut cost 
or improve performance by introducing competition? And fourth: 
Can the program be improved by putting customers first, cutting 
red tape, and empowering employees? 

I have directed my senior staff to develop an aggressive plan to 
address these questions. We are working collaboratively with the 
administration’s National Performance Review team which includes 


representatives from 0MB emd the Domestic Policy Council. 

Led by the Deputy Secretary, a number of our senior staff have 
worked aroimd the clock to ensure that each of our Reinventing 


Government II proposals not only achieve substantial gains in ef- 
fectiveness and efficiency but also serve our customers better. 
These proposals will be presented to the Vice President later this 
month. Although we have not reached the end of the STOond phase, 
I can talk about our successes on our ongoing initiatives and the 


challenges we see ahead. 

First, we have accomplished a great deal in reducing the size of 
the Department. Every Department and agency was required to de- 
velop a streamlining plan to achieve its ^are of the Government- 
wide reduction of 272,000 full-time employees by 1999. Our plan 
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will realize our target by reducing our work force by more than 
12,000 employees. 

Legislation passed last year removes the Social Security Admin- 
istration from the Department and establishes it as em independent 
agency in the executive branch effective March 31 of this year. I 
am veiy pleased with the leadership of mv senior officials, espe- 
cially Social Security Commissioner Shirley Chater, who have 
worked effectively to create what history will record as a resound- 
ing success. The GAO agrees with this assessment. 

At the same time we are streamlining our operations, we are also 
taking on major new national initiatives and strengthening exist- 
ing programs. For example, we are improving the Head Start Pro- 
gram. With bipartisan support, last year we passed the most com- 
prehensive Head Start agenda in history. We worked hard to im- 
prove the quality of services at Head Start centers, and now over 
90 percent of Head Start grantees meet our quality performance 
standards. We have given grantees more flexibility to respond to 
local needs, and we have made the program more responsive to the 
special needs of working families. 

We have made big gains in breast cancer research and preven- 
tion and treatment, including landmark implementation of the Na- 
tional Action Plan on Breast Cancer. We recently learned that from 
1989 to 1992, breast cancer mortality rates declined 5 percent 
among all women and by 18 percent since 1987 among women in 
their thirties. Breast cancer screening rates are at their highest 
rates in history due in part to increased funding for the CDC Na- 
tional Breast and Cervical Cancer Program and the National Can- 
cer Institute’s education and outreach efforts. One reason for these 
accomplishments is that we are committed to thinking about all of 
our programs and services from our customers’ perspective. 

Let me tell you about just a few of the strong measures that we 
have taken to put the American people first. We are attacking 
waste, fraud, and abuse. In 1994 our inspector general helped re- 
cover and save $5.4 billion in Medicare and Medicaid, and across 
the entire Department we recovered and saved more than $8 bil- 
lion. That is the largest amoimt ever saved by the Department in 
1 year. 

We are also working to promote efficiency and consolidate serv- 
ices and doing more with less. We believe firmly in the concept of 
performance partnerships with the States. In the President’s 1996 
budget proposal we consolidated 108 Public Health Service activi- 
ties in 16 performance partnerships to give States and other grant- 
ees increased flexibility in exchange for increased accountability for 
results. 

We are working on innovative approaches for getting our work 
done faster, smarter, and better. One example of that is the Health 
Care Financing Administration’s overhauling of its claims process- 
ing system for Medicare. When it becomes operational beginning in 
1997, the Medicare Transaction System should enable us to answer 
beneficiary questions more quickly and accurately. We will also re- 
duce remonal inconsistencies in the acceptance and denial of 
claims. Once this project is completed, we will provide more effec- 
tive service and we will cut administrative costs. 
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We are working to change the Medicare and Medicaid work 
to improve quality and promote efficiency, to lower costs, and to 
give the American people more health choices. More and more 
States are taking advemtage of new opportunities to offer managed 
care programs under Memcaid, and more and more health plans 
and individuals are choosing the managed care option under Medi- 
care. 

Last year Medicaid had a 63 percent increase in the number of 
Americans enrolled in managed care plans. We moved from 4.8 mil- 
lion people in 1993 to 7.8 million in 1994. The number of seniors 
choosing managed care through the Medicare program grew by 16 
percent, from about 2.7 million people in 1993 to more them 3.1 
million in 1994, and we expect this rate of growth to continue. 

Viewing the Department’s activities from the customer’s perspec- 
tive has been fvmdamental in planning the White House Con- 
ference on Aging. In preparation for this event, we asked seniors 
and others from across the country to contribute ideas about the 
major themes for the conference. We intend to use the White House 
conference to develop the network of public and private partner- 
ships necessary to drive aging policy as we prepare for the 21st 
centuiy. 

We are also demanding more leadership and creative thinking 
from our employees. At HHS we have established a continuous im- 
provement program that involves the entire Department in the 
process of change. 

Mr. Chairman, now I would like to say some things about the 
challenges before us. One is to respond to the charge given us by 
the President in the second phase of Reinventing Government to 
rethink all we do at HHS. That is an enormous task, but it is also 
easier in some ways than the other challenge 1 see ahead because 
it is fairly well defined. 

In my view, the more formidable challenge is to create a culture 
of continuous improvement in government, and not just in the Fed- 
eral Government. The essence of that change is to move govern- 
ment away from the traditional bureaucratic mode of operation; 
that is, working from the top down to manage the activities of field 
staff and other levels of government and the public as well. Rather, 
government must operate in a manner that fits with the informa- 
tion age. It must work from the bottom up through staff who deal 
with customers and who understand what they want. It must listen 
and respond rather than direct and control. We must work in part- 
nership with other levels of government, especially the States, the 
private sector, and local communities, to help communities meet 
their own needs. We do no not have any choice on whether or not 
we will move in this direction, Mr. Chairman. 

As Vice President Gore said when he spoke to Government ex- 
ecutives a few weeks ago al^ut the Reinventing Government Initia- 
tive, “If America is to regain trust in her government, America’s 
government must reinvent itself based on trust. That is what the 
government of the future is all about, trust and opportunity.” 

I appreciate being asked to appear before you today, £ind I will 
be happy to answer any questions you may have. 

[The prepared statement of Ms. Shalala follows:] 



11 


Prep ARE® Statement of Donna E. Shalala, Secretary, U.S. Department of 
Health and Human Services 

Good morning, Mr. Chairman, members of the subcommittee: I am very pleased 
to be here, Mr. Chairman, and participate in your subcommittee’s effort to make 
government more effective and efficient. 

We believe that one of the keys is working tether— and we look forward to doing 
just that with you and your colleagues on the Committee. 

We believe that government must focus on the everyday needs of the American 
People. 

We believe that local communities must participate in identifying their problems 
and should play a guiding role in solving them. 

We believe that some jobs now done by the Federal government should be turned 
back to the states. 

But we also believe some issues cross state boundaries and require leadership at 
the federal level. 

By its very definition, the mission of the Department of Health and Human Serv- 
ices promotes the health and well-being of every single American. 

Our mission includes everything from ground-breaking research at NIH, to assur- 
ing the safety of Americans’ food and drugs, to providing a Head Start for our chil- 
dren, to enhancing the Medicare program for America’s seniors. 

These are crucial duties, Mr. Chairman, and they demand world-class perform- 
ance. That is our responsibility to the American people. 

We must be tou^, disciplined and responsive to the American public. We must 
learn to do more with leas. 

Before I continue, Mr. Chairman, 1 would like to talk for a few moments about 
the impact on HHS of the rescissions bill that the Labor-HHS Appropriations Sub- 
committee reported out last week. I am here today to discuss with you how to make 
the Department more efficient and effective, and I see this process continuing as a 
thoughtful dialogue between the Department and the Congress. 

U^ortunately. the rescissions package is a step in the opposite direction. 'This is 
not a thoughtful approach to m^ing the TOvemment more efficient; in fact, I be- 
lieve the appropriators wielded a hatchet, nitting the most vulnerable Americans. 

An example of this is the historic toll-free, 24^our domestic violence hotline to 
offer advice and referrals to battered women and their children. It was funded at 
iust 1 million dollars under last year’s crime bill — and eliminated by the rescissions 
bill. This cut is a mant step backward in the fight against domestic violence. 

Mr. Chairman, 1 realize that we all have tough choices to make. But these choices 
have to be made in a coordinated and thou^tfiil manner to protect all Americans, 
especially children. 

We are at the ready to do our part. The Reinventing Government initiative, led 
by Vice President A1 Gore, is part of our effort to make government more respon- 
sive, efficient and effective. We are just now beginning the second phase of 
Reinventing Government. 

We are reexamining everything we do with a view toward answering the fun- 
damental questions that President Clinton and Vice President Gore asked every De- 
partment and agency to address: 

Are our programs or functions critical to the agency’s mission based on “cus- 
tomer” input? 

Can the program or function be done as well or better at the State or local 
level? 

Is there a way to cut cost or improve performance by introducing competition? 

Can the program be improved by putting customers first, cutting red tape and 
empowering employees? 

I have directed my senior staff to develop an aggressive plan to address these 
questions. We are working collaboratively with the Administration’s National Per- 
formance Review team, which includes representatives from 0MB and the Domestic 
Policy Council. 

A number of our senior staff have worked around the clock to ensure that each 
of our Reinventing Government II proposals not only achieves substantial gains in 
effectiveness and efficiency, but also serves our customers better. 'These proposals 
will be presented to Vice Ihisident Gore later this month. 

Although we have not reached the end of the second phase, I can talk about our 
successes, our on-going initiatives, and the challenges we see ahead. 

First, we have accomplished a great deal in reducing the size of the Department. 

Every Department and agency was required to develop a streamlining plan to 
achieve its share of the government-wide reduction of 272,000 full-time employees 
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by 1999. Our plan will realize our target by reducing our workforce by more than 
12,000 employees. 

Legislation passed last year removes the Social Security Administration from the 
Department and establishes it as an independent agency in the Executive Branch, 
effective March 31 of this year. 

I am very pleased with the leadership of my senior oflicials — especially Social Se- 
curity Commissioner Shirley Chater — who have worked effectively to create what 
history will record as a resounding success. The GAO agrees with this assessment. 

At the same time that we are streamlining our operations, we are also taking on 
mmor new national initiatives and strengthening existing pro-ams. 

For example, we’re improving the Head Start program. With bipartisan support, 
last year we passed the most comprehensive Head Start agenda in histoiy. 

We’ve worked hard to improve the quality of services at Head Start centers, and 
now over 90 percent of Head Start ^antees meet our quality performance stand- 
ards. We’ve given grantees more flexibility to respond to local needs. And we have 
made the program more responsive to the special needs of working families. 

We have made big gains in breast cancer research, prevention, and treatment — 
including the landmark implementation of the National Action Plan on Breast Can- 
cer. 

And recently, we learned that, from 1989 to 1992, breast cancer mortality rates 
declined 5 percent among all women — and by 18 percent since 1987 among women 
in their thirties. 

Breast cancer screening rates are at their highest levels in history, due, in part, 
to increased funding for the CDC National Breast and Cervical Cancer Program and 
the National Cancer Institute’s education and outreach efforts. 

One reason for these accomplishments is that we are committed to thinking about 
all of our proCTams and services from our customers’ perspective. 

Let me tell you about just a few of the strong measures that we have taken to 
put the American people first: 

We are attacking waste, fraud, and abuse. In 1994, our Inspector General helped 
recover and save 5.4 billion dollars in Medicare and Medicaid. And, across the entire 
Department, we recovered and saved more than 8 billion dollars — that’s the largest 
amount ever by HHS in one year! 

We are also working to promote efficiency and consolidate services, and doing 
more with less. 

We believe firmly in the concept of “performance partnerships’’ with the States. 
In the Fhesldent’s 1996 budget proposal, we consolidated 108 Public Health Service 
activities in 16 Performance Partnerships to give states and other grantees in- 
creased flexibility in exchange for increased accountability for results. 

We are working on iimovative approaches for getting our work done faster, snort- 
er, and better. One example of that is the Health Care Financing Administration’s 
overhauling of its claims processing system for Medicare. 

When it becomes operational beginning in 1997, the Medicare Transaction System 
should enable us to answer beneficiary questions more ^ickly and accurately, and 
will reduce regional inconsistencies in the acceptance and denial of claims. 

Once this project is completed, we will provide more effective service — and we will 
cut a dmin istrative costs. 

We are working to change the way Medicare and Medicaid work, to improve qual- 
ity, promote elTiciency, lower costs, and give the American people more health 
choices. 

More tmd more states are taking advantage of new opportunities to offer nunaged 
care programs under Medicaid. And, more and more health plana and individuals 
are choosing the managed care option under Medicare. 

Last year, Me^caid nad a 63 percent increase in the number of Americans en- 
rolled in managed care plans — from 4.8 million in 1993 to 7.8 million in 1994. 

The number of seniors choosing managed care through the Medicare proCTam 
grew by 16 percent — from about 2.7 million people in 1993 to more than 3.1 million 
in 1994. Ann we expect this rate of growth to continue. 

Viewing the Department’s activities from the customer's perspective has been fun- 
damental in planning the White House Conference on Aging. In preparation for this 
event, we asked seniors and others from across the country to contnbute idea about 
the major themes for the conference. 

We intend to use the conference to develop the network of public and private part- 
nerships necessary to drive aging policy as we prepare for the 21st century. 

We are also demanding more leadership and creative thinking from our employ- 
ees. At HHS, we established a Continuous Improvement Program that involves the 
entire Department in the process of change. 

Mr. Chairman, I would now like to speak about the challenges before us. 
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One is to respond to the charge^ven us by President Clinton and Vice President 
Gore in the second phase of the I&inventing Government initiative to re-think all 
that we in HHS. 

That is an enormous task — but it is also easier in some ways than the other chal- 
lenge I see ahead, because it is fairly well-defined. 

In my view, the more formidable challenge is to create a culture of continuous im- 
provement in government— and not just the Federal government. 

The essence of that change is to move ^vemment away from the traditional, bu- 
reaucratic mode of operation — that is, woiking from the top-down to manage the ac- 
tivities of field staff, other levels of government and the public as well. 

Rather, government must operate in a manner that fits with the information-age: 
It must work from the bottom-up throu^di staff who deal with customers and under- 
stand what they want. It must listen and respond rather than direct and control. 

We must work in partnership with other levels of mvemment — especially the 
States, the private sector, and local communities to help communities meet their 
own needs. 

We do not have any choice in whether or not we will move in this direction, Mr. 
Chairman. 

As Vice President Gore said when he spoke to government executives a few weeks 
ago about the Reinventing Government initiative, “If America is to regain trust in 
her government, America’s mvemment must reinvent itself based on trust. That is 
what the government of the mture is all about: trust and opportunity.* 

I appreciate being asked to appear before you today, and I will be happy to an- 
swer any questions you may have. 


Executive Summary 

A JOURNEY OF CONTINUOUS IMPROVEMENT 

In the sprin^f 1993, after Vice President Gore initiated the National Perform- 
ance Review (I^R), Secretan^ Donna E. Shalala established a Continuous Improve- 
ment Program (CIP) at the Department of Health and Human Services (HHS). The 
Secretary stated that “this is not a race, but a start of a continuous journey to im- 
prove the services of this Department." 

Two events in July of 1993 energized the CIP. In a Town Hall meeting held in 
the Hubert H. Humphrey building, the Vice President and the Secretaiy discussed 
with HHS employees all over the country oprartunities for change. Then, Secretary 
Shalala convened the senior leadership of the Department to define four themes 
that should drive HHS for future years: 

Preventing Problems 
Improving Customer Services 
Independence through Empowerment 
Applying Modem Management Approaches 

The CIP involves HHS employees in an on^ing process of creating a more cus- 
tomer-oriented, eflicient government. A Steeriim Committee composed of the De- 
partment’s senior executives and chaired by the Deputy Secretary provides oversight 
to the CIP, and an Advisory Group works closely with the many volunteers who par- 
ticmate in work groups. 

'These work groups are working to implement the recommendations of the NPR. 
They are identifying opportunities for further change to make HHS operations more 
cost-effective and meanmgfiil for customers, the American people, and our partners 
in service deUveiy. 

While just celebrating its first birthday, the CIP has alrea^ changed the culture 
of the Department. Applying the concepts underlying the NPR, the CIP now has 
many success stories to tell. Change is coming from all directions — from the work 
moups and teams of the CIP, the staff offices in the Office of the &cretaiy (OS), 
the Operating Divisions (OPDiVS), and, most important, from our customer and 
partnership outreach. This Executive Summary highlights those early successes; the 
rest of the report provides the details. 

TinNKING STRATEGICALLY 

HHS has been referred to as a confederation of independent affiliates, each with 
its own cluster of goals, constituencies and methods of attaining support, ^ite 
frankly, that is no way to strategically administer the cabinet agency responsible 
for meeting the health and well-being of all Americans. In the past, the problem was 
that strategic integrated planni^ had never been established successfuuy as a stra- 
tegic management tool in HHS. 'Today, that has changed. 
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A first-ever department-wide strategic planning process has been designed and is 
being implemented and integrated with the budget process. The plan is structured 
around the SecretaiVs major initiatives as described in her Performance Agreement 
with the I*resident, her Themes, and her Legacy statement. 

In addition, agencies are taldng new approaches to their individual strategic 
plans, building em^oyees and customers into the process, e.g.: 

The Health Care Financing Administration (HCF A) presented its first strate- 
gic plan in over 17 years to each of 4200 employees. Over 6200 employee com- 
ments were used in revising the draft plan. 

The Administration on Aging (AoA) is widely distributing its strategic plan 
to staff and to the Agi^ Network. 

Administration for Children and Families’s (ACF) draft vision statement and 
stratemc wals are being reviewed and debated by ACF’s entire staff, with the 
aid offacUitators selected by their interim labor/management partnership coun- 
cil. 

DELEGATING AND DELAYERING 

In the last year, progress has been made in gaining more authority from central 
agencies and delegating that and other authorities to managers and employees. 
Other efforts are eliminating or loosening controls and streamlining processes. 

Workgroups coordinated with the General Services Administration (GSA) to 
receive increased dollar limits on emergency motor vehicle repair for workers 
in the field. They have successfully worked with the Office of Management and 
Budget (0MB) to obtain more HHS authority for generic customer surveys. 

Senior policy officials in the OS have delegated full authority (received from 
GSA) for acquisition of federal information processing resources to the OPDIVS. 
They have also delegated authorities in finance, information resources manage- 
ment (IRM) planning: personnel and workplace decisions (e.g., alternative work 
schedules). 

OPDIVS themselves are passing on authorities received from the OS to their 
program managers. And they are sharing more of their own authorities. For ex- 
ample, the A(JF has issued new administrative and personnel delegations to 
lower levels of the organization. A draft set of program delegations will move 
many of ACPs programmatic authorities (e.g., approval of grants awards and 
state plans) down to those ACF offices who more frequently communicate with 
the organizations ACF serves. 

A major CIP workgroup proposal is now under review by the CIP Steering 
Committee that would significantly reduce the time needed to produce a regula- 
tion. It proposes broader delegation of authorities and early involvement in the 
development stage by customers and intemal/external stakeholders. 

The 61 processing sites for personnel and payroll processes for HHS employ- 
ees will move to 3 hubs. 

A special study team, which received guidance from a panel of the National 
Academy of Public Adjninistration (NAPA), has completed a proposal (now 
under review) that offers paradigms for headquarters and field functions and 
for administrative and support services, designed to reduce costs and improve 
services. 


CUTTING PAPERWORK AND CONTROLS 

HHS is deeply committed to cutting paperwork and controls. A CIP Workgroup 
is reviewing all internal controls (approval requirements, detailed ^idance or re- 
porting requirements), with a goal of reducing them by 50% by 1996. TTiey are work- 
ing in partnership with the Office of Inspector General to learn from HHS employ- 
ees which of these requirements are burdensome or of little value. However, rather 
than waiting for the final analysis of the workgroup and IG, many organizations are 
cutting burdens right now; 

In the Office of the Secretary, 18 personnel instructions were abolished, and 
75% less narrative and fewer schedules are now required for budget justifica- 
tions. 

In the agencies, change is also on-going: for example, the Centers for Disease 
Control and Prevention (CDC) has terminated 130 unnecessary internal 
issuances. 

ACF has met its goal of reducing internal IRM policies and procedures by 
60%. 

Timesheets and timecards are now eliminated in some parts of the Depart- 
ment, with full implementation scheduled for all HHS organizations by Decem- 
ber, 1995. 
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The Department’s grants policy manual is being replaced with simplified 
guidance and fewer controls. 

Travel management is being automated; and written orders for 120,000 
“small purchases” will be replaced with the use of purchase cards or other oral 
purchasing methods (estimated $5.7 annual savings). 

INFORMATION TECHNOLOGY (IT) 

Some of the most innovative chants stem from new applications of information 
technolo^. Applications of information technolow to simplify work processes and 
service £livery is critical to meeting the NPR wallenge to Srork better and cost 
less." It is also key to communicating better among ourselves and with our partners 
and customers. 

An ACF, SSA and Department of Agriculture task force is working with 
states in the southeast to deliver benefits (AFDC, food stamps and social secu- 
rity payments) electronically by 1996. This effort serves as the prototype for the 
nationwide Electronic Benefits Transfer (EB'T) program. 

HHS is riding the information superhighway. The Department’s new home 
page on Internet is http-y/www.os.dhhs.gov. Now employees, partner^ and the 
public can electronically access a wide range of information about HHS and its 
programs (e.g., evaluation, study abstracts, medical research information, and 
grant and program information). 

OPDIVS are emplortng information technology to improve operations and 
services; HCFA’s new Memcare Transaction System will process more than one 
billion claims a year, totally overhauling the process for peyij^ health care pro- 
viders and bringing with it a new era of customer service. ITie Indian Health 
Services (IHS) is increasing third party collections from Medicare, Medicaid and 
private insurers, using patient business office automated billing. 

RESPONDING TO OUR PARTNERS AND CUSTOMERS 

In early September, 1994 HHS published customer service standards for the cus- 
tomers we serve directly in Social Security, Medicare and Indian Health programs. 
In addition, the Secretary established and published standards for how we wiU work 
with HHS partners in service delivery. Our goal is to involve the customer and our 
partners in everything we do, from strategic planning to program and ailministra- 
tive inmrovements. These are just a few of our achievements; 

During HCFA’s “Seniors Week” more than 30 senior staff met with older citi- 
zens and other beneficiaries in hospitals, nursing homes, senior centers, and 
counseling programs. HCFA managers are expected to continue this kind of out- 
reach. 

SSA held focus groups of a cross-section of beneficiaries and the general pub- 
lic, and mailed 22,000 comment cards to obtain feedback from customers. 

Intradepartmental groups are identifying innovative service integration 
projects at state and local levels. 

The Maternal and Child Health Bureau (MCHB) of the Public Health Service 
(PHS) streamlined its annual grants management cycle (with cmstomer input) 
and now announces grant competition opportunities three months earlier in the 
cycle. 

A CIP workgroup on customer services is preparing a proposal for how states 
and communities can apply for a range of distinct discretionary grant programs 
with one cluster application, moving HHS closer to the Vic* Piusident^ call for 
a “seamless” government. 

To develop program approaches for a new Head Start initiative, ACF supple- 
mented the work of an Advisory Committee by conducting more than 30 fbcus 
groims with a mix of parents, practioners, researchers, advocates and others. 

ACF also used focus groups of family support and preservation program direc- 
tors, practioners and experts in implementing the Family Preservation and Sup- 
port Services Program. 

WORKING COOPERATIVELY 

Realizing that the successes to date and expectations for tomorrow depend on the 
work and innovative thinking of HHS employees, HHS leadership is committed to 
on-going employee involvement in continuous improvement efforts. Much crecht be- 
longs to our employees for the successes and innovations this report highlights: 

More than 400 volunteers staff the CIP. They form and serve on workgroups 
and workteams in addition to performing their normal job duties, and they 
chose their own leaders. Geography is no barrier to team memi^rship. Employ- 
ees in the field are electronically linked into group meetings. The ten Regional 



16 


Directors and their stafTa participate in the weekly Advisory Group meetings 
through telephone hook-up. Many of the OPDIVs have followed this same 
model and have their own mtemal continuous improvement efforts. 

SSA is reengineering its disability processing to reduce the time for decisions 
on initial claims from 155 days to less than 60 and reduce the time to receive 
an appealed decision from 550 days to about 7 months. 

More than 3,500 employees responded to the Secretary’s call for ideas for im- 
provement. Those employees who provided an address received an acknowledge- 
ment, and all ideas were referred to workgroups and programs for use in formu- 
lating change. And the ideas keep coming. 

A CIP workgroup is improving communications capabilities with employees, 
through e-mail technology, the Internet, and a quarterly newsletter (2 issues to 
date). 

A critical link to employee buy-in to CIP is working in partnership with the 
unions. Some Organizations have formed partnership councils (NIH, S^, re- 
gions), while others are working with unions to do so CHCFA, ACF, CUC). 

In May, 1994, the union and management leadership held a retreat to define 
the nature and role of a departmental HHS Partnership Council. 

We know that labor/management partnership will be a new concept for many, 
rec^iring new skills and ways of thinking and working toother. Therefore, 
training is occurring and being developed in interest-based nargaining, alter- 
native mspute resolutions, managing conflict, and basic mediation skills. Some 
organizations (HCFA and the regions) are already employing interest-based 
rather than traditional “proposal/counter proposal” bargaining. 

TAKING RISKS AND EXPERIMENTING 

Last year the Secretary responded to the Vice President’s request for laboratories 
for reinvention by estamishing three laboratories. Since that time, the number of 
CIP labs has mwn to eleven (fuU descriptions of these laboratories are on page 19: 

Two Indian Health Service Medicm Centers in Alaska and Phoenix are look- 
ing to improve customer service and satisfaction. 

The Peer Review System at the National Institutes of Health (NIH) is being 
redesijmed to streamline its grant review process. 

HCFA is testing new methods of developing and issuing regulations. 

The Office of the Assistant Secretary for Personnel Administration (ASPER) 
has set up a lab with ACF to test new ways of managing human resources. 

The National Library of Medicine (NLM) is taking steps to move from out- 
moded computer systems to more user-friendly hardware and software products. 

The International Cancer Information Center (ICIC) is developing a model 
program for innovative, flexible, and responsive information dissemination. 

'Ine Denver regional office is working in conjunction with the Office for Civil 
Ri^ts on a Workplace ^solution Activities Center. 

HHS is a prominent participant in the interdepartmental Georgia Common 
Access lab to look for ways to make the application and eligibility determination 
processes of federal and state aid more user-friendly. 

Regional offices are testing programs to franchise personnel services and new 
methods of conflict resolution. 

A CIP workgroup has created a lab to develop an HHS “corporate” presence 
on the Internet. 


STREAMLINING 

This Department is deeply committed to the goals and objectives articulated in 
the NPR. We plan to meet or exceed the streamlining goals in virtually all cat- 
egories. TTie activities summarized in this report support our streamlining efforts 
to make the Department more efficient, effective, and responsive to our customers 
and partners. 


CONCLUSION 

When HHS employees first started forming the CIP groups and teanM they asked, 
“Please do not hamper the volunteers with extensive reporting requirements.” In 
other words, they did not want the CIP program itself to become a burdensome in- 
ternal control and reporting process. Because this request made sense, retreats, 
newsletters, tiie meetings of the Advisory Group and Steering Committee, and the 
Secretary’s leadership conferences are used for exchanging ideas, collecting informa- 
tion, and giving guidance from the HHS leadership. 

The purpose of this report is to document some of our many triumphs and to en- 
courage all employees to keep up the good work. Of course, we could not capture 
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every one of our achievements this time around. Since the time that this report 
went to press, there have been more victories for the Department and the American 
people. Accolades to all — but remember, our work has only just begun. 

Continuous Improvement Program— Innovation in Every Component 

The Continuous Improvement Pro^am is not confined simply to the activities of 
the cross-cutting work groups. Withm each Operating Division and the larger Staff 
Divisions, efforts are underw^ to streamline intemau operations consistent with the 
recommendations of the INPR and reengineer or reinvent program operations 
unique to the OPDIV/STAFFDIV. What follows are reports outlimng these initia- 
tives. 

administration for children and families 

ACF began its continuous improvement process a year ago when the Assistant 
Secretary challenged the ACF executive staff to identify cross-cutting management 
problems that, if corrected, were most likely to improve ACF -wide operations and 
that could be addressed through teams composed of a wide array and diversity of 
ACF staff. After identifying the following issue areas — program monitoring; commu- 
nications; delegations of authority; staff development and training; and performance 
measurement — volunteers were solicited from across the agency, both in head- 
quarters and regional offices, to serve on the teams. Each was chai^red to develop 
recommendations to “reinvent” the way ACF does business in these broad areas and 
each received training in quality management and team concepts. 

At the same time a Quality Management Design Team was formed to determine 
how quality management principles and concepts could help ACF improve its pro- 
gram performance and internal management, and to design a long-term strategy for 
making those concepts a real and integral part of ACPs organizational culture and 
way of doing business. In another area, ACF launched a business reengineering 
project designed to dramatically change the way ACF awards monitors and accounts 
for the billions of dollars in grant and entitlement funds given to states and other 
grantees every year under 60 different programs. 

All ACF ernployees were invited to submit ideas for improvement directly to the 
Immediate Office of the Assistant Secretaiy. The ideas received in response to this 
invitation, along with those received in response to the Secretary’s Employee Out- 
reach initiative under the CIP are beii» reviewed and responded to by program and 
administrative staff throughout ACF. %veral have been adopted and implemented. 

Project Team Activities 

A brief review demonstrates the success of these efforts. 

In response to recommendations made by the Delegations of Authority Team, 
new adininistrative and personnel delegations have been issued that move deci- 
sion making to much lower levels of the organization. The team has also com- 
pleted a draft set of program delegations that poses many programmatic au- 
thorities (e.g., approval of grant awards state plans down to management levels 
that are closer to the organizations ACF serves. A new team has developed a 
training strategy that will help managers assume their responsibilities under 
these new authorities. A new LAN based system has been created that provides 
access to administrative policies and guidelines through personal computers. 

The Program Monitoring Team (which includes two members from state agen- 
cies) has developed a new monitoring strategy that moves away from the com- 
pliance monitoring paradigm of the past towards a technical assistance and 
partnership model vmich is supported by both ACF staff and the grantee com- 
munity. 

The Performance Measurement Team, as part of its charge to help move ACF 
towards measuring outcomes and preparing to meet the requirements of GPRA 
played a key role in establishing Child Support Enforcement programs as a 
pilot under GPI^. This experience will proviae a model for ACF and others in 
the Department in developing performance measurement systems and improved 
strategic planning processes that measure results and have the sui^rt of qur 
State and grantee partners. Additionally ACF was the first OPDIV to receive 
generic approval of partner satisfaction surveys from 0MB. 

One of the suggestions that came from the Communications Team was to pro- 
vide minutes of the weekly Executive Staff Meetings to all ACF staff via e-mail. 
This is being done on an on-going basis and the response of staff has been ex- 
tremely positive. Many staff see this as a significant step towards improving 
communuation and bulling trust within ACF\ The Communications Team also 
recommended that the Assistant Secretary meet with all support staff. Two 
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meetii^ were held and resulted in launching a newsletter designed especially 
for ACF support staff. 

Using information ^ned through a series of focus graups at head^arters 
and in the Regonal Olnoes, the Staff Development and Training Team is devel- 
oping an ACF-wide training strategy that will focus on improving manager 
skills needed to meet the demands of working in a quality management envi- 
ronment building careers and skills necessary to achieve ACPs vision, and cre- 
ating a new emphasis on training as a priority. 

New Approaches 

Seeing some of the early successes and benefits of addressing problems through 
a team approach, several managers have created teams to address other issues. One 
is developmg a new performance ^praisal system for managers and supervisors, 
while another is reinventing ACPs FMFIA program. 

The Child Care Bureau within ACF will consolidate all child care functions. This 
initiative represents a mqjor collaboration within ACF and will result in more 
streamlined seamless child care services. 

The Grants Administration Business Reengineering Prmect has developed a de- 
tailed set of recommendations and action plans whiui will create an entirely new 
system of supporting grant programs through customer-focused more automated ap- 
proaches of awarding and managing grant mods for all ACF programs. 

Overlaying and setting the tone rar all of these specific activities and related man- 
agement initiatives is a new partnership that is being built among ACF executive 
staff through a series of management conferences ana a substantiallv changed for- 
mat for weekly staff meetings. The executive staff now comes together as a team 
to discuss and resolve agency-wide issues in a way that focuses on the outcomes to 
be achieved as an organization, not as individual program and staff offices. This 
partnership approach has also resulted in the sponsorship of an interim Labor/Man- 
agement Partnership Council and reflects the values and vision that were created 
together to guide the agency’s actions. 

ADMINISTKATION ON AGING 

_ "^e Adhiinistration on Aging began its continuous improvement process at a pro- 
pitious time. AoA was still o^anizing itself as the newest and smallest OPDTV in 
the Department, and the position of the Commissioner on Aging had recently been 
elevated to that of Assistant Secretary for Aging. In light o? the new expectations 
these changes ^ated in the field among the Aging Network. CIP was also an op- 
portunity to reinvimrate an agency that in recent years had experienced a steai^ 
aecline in funding levels and staffing resources. 

Vision Statement I Strategic Plan 

The process began with a management retreat to begin to establish a vision and 
create an atmosphere that supported employee empowerment to benefit AoA's cus- 
tomers — seniors. ImmediateW following the management retreat, the Assistant Sec- 
retary formed a “Change Management Team” to review AoA’s organization proce- 
dures and culture. This team made vital contributions to the development oi a vi- 
sion statement and a strategic plan documents that are a cornerstone of AoA CIP 
commitment. 

AoA’s vision is that all older Americans (present and future) have the ri^t to an 
independent productive healthy and secure life. The plan presents such goals as 
“Providing Leadership for an Aging Society” and “Mwing the Administration on 
Aging a Premier Model Government Awncy.” The vision statement and strategic 
plan have been widely distributed to staff and to the Aging Network and are a basis 
by which AoA is pursuing priority initiatives in such areas as home and community 
based long term care developing a blueprint for an aging society meeting the needs 
of older women, combatting hunger and promoting nemthy nutrition among older 
americans, and reducing crime and violence against seniors. 

Management Improvements 

AoA has made meat strides in continuous inmrovements in such areas as: 

CoiTCspondence and Assignment Control: AoA procedures formerly mandated 
the signature of the Commissioner on Aging for virtually every document. Man- 
agers are now empowered with signature authority to mspose of issues and pa- 
perwork at the most appropriate level. 

Information Resources Management: An ambitious multi-year effort called the 
Rightsizing Initiative is being undertaken, to develop and implement the auto- 
mated systems that support AoA’s administrative responsibilities. 'The agency 
is replacing old mainframe computer applications with new ones bas^ on our 
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Local Area Network of personal computers, which eliminates unnecessary dupli- 
cation and takes advantage of the most economical and eflicient hardware and 
software now available. 

Federal Managers Financial Integrity Act: Management control areas have 
been assessed to assure that appropriate controls are firmly in place. The analy- 
sis of AoA business processes undertaken as part of its IRNI Rightsizing Initia- 
tive supports this. &me management control reviews have been cancmed due 
to elimination of obsolete requirements. 

Grants Management: A Departmental review of its ^ants management oper- 
ations produced an overall high rating for the agency. During that review, how- 
ever the team recommended an agency ^ants manual. A draft manual was de- 
veloped and is being reviewed in hght ofrantinuous improvement principles. 

Customer Services 

AoA has developed customer service standards to document its commitment to a 
higher level of support for the State Tribal and Area Agencies on Aging — and the 
service providers — who are our partners in delivering services to older Americans 
and their families. Although Executive Order 12862 mandated publication of cus- 
tomer service standards only for federal agencies that directly serve sizable portions 
of the public AoA deemed the imixirtance of its relationship with the Aging Network 
sufficient to make this additional effort more than worth wnile. 

The document spells out the standards we have set for ourselves in providing the 
Aging Network the support it needs to do its job well. These commitments range 
from giving prompt responses to telephone calls to providing the detailed technical 
information and assistance the people in the network tell us they need. Because the 
Aging Network has the crucial responsibilities for delivering services to older Ameri- 
cans and their families improving our service to the network is good for AoA good 
for the network and good for the public. The standards signed by both the Secretary 
and the Assistant &cretary for Aging, are being sent to the agencies that comprise 
the network. 


HEALTH CARE FINANCING ADMINISTRATION 

The Health Care Financing Administration has committed itself to creating a 
mjality environment that embraces strategic thinking as a means to assuring con- 
unuous quality improvement in all activities. HCFA’s continuous improvement pro- 
gram is centered around a strong commitment by the Administrator and senior 
agency staff to a total quality environment (TQE), made operational through a stra- 
tegic plan. During the last year, HCFA’s senior staff, along with union representa- 
tives worked through an Executive Steering Committee (ESC) to develop the agen- 
cy’s first strategic plan in its 17-year history. 

HCFA’s Strategic Plan 

'The Strategic Plan was originally drafted by ESC in a 6-month period of intensive 
work marked by consensus decision-making on all items. The draft plan was pre- 
sented by ESC members to each of HCFA’s 4200 employees in small groups of SO- 
SO employees. Extensive employee comments (over 5200) were used in revising the 
draft plan. HCFA sought comments from customers, states, partners, and others 
with an interest in the agents activities. 

The final plan defines HCFA’s mission — assuring health security for beneficiaries. 
The plan also articulates the agency’s vision for the future — guaranteed equal access 
to the best health care. "10 implement the strategic plan seven goals W objectives 
and 94 strategies were defined (unified by several underlying, recurring themes). 
They are investing in employees improved service to beneficiaries builchng partner- 
ships and teamwork improved communications, and more efficient utilization of re- 
sources. 

'The plan is being implemented by volunteer teams working throughout the agen- 
cy. In addition the plan will be used to guide budget and resource decisions. 

Customer Focus 

During the past year HCFA has dedicated itself to serving its customers — both 
directly and through partnerships with contractors, states, and the SSA field offices. 
In order to guide Medicare and Medicaid service improvements focus groups have 
been convened and surveys undertaken. Under the newly designated Associate Ad- 
ministrator for Customer Relations and Communication a revitalized Office of Bene- 
ficiary Services has taken the lead for expanded and extended beneficiary activities. 
A first-ever HCFA Beneficiaiy Awards Ceremony in May 1994 honored HCFA’s 
partners from all over the U.S. for providing extraordinary service to the Medicare 
and Medicaid customers. 
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In order to provide more opportunities for first-hand beneficiary interaction, man- 
agers and senior staff have been encouraged to visit customers for person-to-person 
contact. During ‘^nior Week,” more than 30 senior staff met with older citizens 
and other beneficiaries in hospitals, nursing homes, senior centers and counseling 
programs. Managers are expected to seek out such opportunities for regular commu- 
nication with beneficiaries and providers outside of the office. 

TQE, Employee Empowerment and Team Building 

HCPA leadership has committed itself to providing a total quality environment 
in which to accomplish its work, with emphasis on employee empowerment and 
working in teams. A union partnership was forged when senior staff and representa- 
tive of HCFA’s two unions (AFGE and NTEU) formed the previously discussed ESC. 
The ESC chartered itself to implement TQE throuf^out the agency and also guided 
the development of the agency’s strategic plan. 

Other labor-management cooperation is evidenced by interest-based negotiation 
currently nearing completion between AFGE and HCPA at Baltimore headquarters. 
Consolidation an d re alignment of regional activities have been undertaken in col- 
laboration with NTEU, and recent realignment in the regional staffing of the Peer 
Revie w Organization program was announced only alter notice and agreement with 
NTEU union leadership. 

Diversity 

An important subcomponent of TQE and team building is HCFA’s commitment to 
valuing and celebrating diversity, particularly within the workforce, but also as ap- 
plied to beneficiaries. Some 600 HCPA managers, led by the Administrator, at- 
tended a kick-off diversity training course in February, 1994. Managers will be par- 
ticipating in additional training during the year. 

A national conference, “Valuing Diversity in Ourselves and Our Beneficiaries,” 
was held on June 1, 1994. Participants included the Secretary, the Administrator, 
600 HCPA managers, HCPA contractors, state representatives, and Peer Review Or- 
ganization staff. 

Procurement 

In its most important administrative initiative, HCPA is moving to implement a 
Medicare Transaction System (MTS), that use the most advanced computer tech- 
nology to process more than a billion Medicare claims a year by the turn of the cen- 
tury. To accomplish this enormous undertaking, HCPA worked with GSA and used 
their "Trail-Boss” procurement program enabling HCPA to expedite this ADP pro- 
curement and eliminate time-consuming sequential approvals. This successful joint 
HCFA-GSA reinvention of the procurement process will facilitate the more rapid de- 
velopment of MTS, allowing a new era of customer service and convenience for Med- 
icare beneficiaries and providing a total overhaul of Medicare’s process for paying 
health care providers. 

Reorganization and Streamlining 

A major reorganization was completed to streamline HCFA’s organizational struc- 
ture and improve its efficiency consistent with reinventing government initiatives. 
Functions were consolidated using existing resources. Continued streamlining and 
organizational activities are underway aimed at putting TQE into practice by valu- 
ing employees and empowering them to define their own work and reinvent the 
most efficient ways to accomplish that work. The aim is to empower middle man- 
agers and employees by reducing unnecessary layering, controls and roadblocks. 

Additional Activities 

A number of additional activities are underway including reinventing HCFA’s re- 
lationship with the states based on a realization that mutual respect and inter- 
dependence are critical. Negotiated rulemaking or “reg-neg,” is being used to work 
with those customers and partners affected by our regulations before drafting fed- 
eral rules (see Reinvention Labs). In addition policy is being developed in coll^ora- 
tion with customers providers contractors and states in areas whirii need change 
and review such as home health care. 

HCPA has begun to significantly change its organizational culture and is 
reinventing itself. Employees are encoura^d to think beyond their own job their 
own part of the agency and even beyond HCPA itself to reinvent everything related 
to how the business of health care financing is accomplished. This is truly a continu- 
ous improvement process. 
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THE PUBLIC HEALTH SERVICE 

Since the Vice President begu the National Performance Review and Secretary 
Shalala initiated the CIP, the PHS has actively eng^ed in efforts to reinvent and 
streamline. The PHS streamlining effort is linked to its strategic plan that provides 
the framework for identifying priorities and developing a shared vision across the 
various programs for future years. The planning process will be used to identify 
crosscutting issues that require all PHS agenaes to contribute to a joint action 
plan. 

The mission of the Public Health Service (PHS) is to protect and improve the 
health of the American Mople and to close the gaps in the health status of dis- 
advantaged populations, throu^ health policy development, service delivery preven- 
tion, regulation, research, information, and education. PHS includes an enormously 
wide range of health related activities: direct patient care and public health services 
at Indian Health Service (IHS) facilities; epidemiological studies and research in the 
prevention of illness and the promotion of nealth at the Centers for Disease Control 
and Prevention (CDC) in Atlanta; promoting new advances in biomedicine through 
extramural research grants to universities and hospitals and intramural research 
in the nation’s most advanced laboratories and clinical facilities at the National In- 
stitutes of Health (NIH) in Bethesda; research testing and inspection of the nation’s 
food and dru^ at the Food and Drug Administration (FDA); support for health serv- 
ices and health professions development and training including assistance for State 
and local orgamzations providing health care to underserved populations at the 
Health Resources and Services Achninistration (HRSA); development and dissemina- 
tion of scientific and policy-relevant information about the quality medical-effective- 
ness, and appropriateness of health care practices by the Agency for Health Care 
Policy and Reseat^ (AHCPR); and national leadership provided by the Substance 
Abuse and Mental Health Services Administration (SAMHSA) to ensure that knowl- 
edge is effectively used for the prevention and treatment of addictive and mental 
disorders. It is this complexity of program purposes and structures that the PHS 
continuous improvement process must recognize as it moves forward. 

PHS Reinvention Process 

The Assistant Secretaiy for Health established a Reinvention Team to lead the 
PHS reinvention effort and ensure that it achieves improved performance and cus- 
tomer service. The team is headed by a senior official from the Office of the Assist- 
ant &cretary for Health (OASH) and includes representation from all PHS agen- 
cies. The F^invention Team will work to assure that agency-specific streamlining 
plans are developed and cross-agency mechanisms are in place to permit full shar- 
ing of information and innovative approaches. Work teams will undertake projects 
to improve support systems that cut across agency lines. 

Technology and Automation Improvements 

PHS is implementing various initiatives to enhance program management by 
using the latest computer and communication technology. 

■The Grants Information and Tracking (GIAnT) system was designed to coordinate 
and standardize the data for AHCPR’s grants and contract activities. GIAnT will 
automate the review, award, and closeout of grants, using a state-of-the-art client- 
server system. This project will be linked to the reengineenng of the research grants 
process being undertE^en by NIH’s extramural research reinvention laboratory. 

CDC has implemented ImagingTechnology in the Budget Branch to store budget 
files for the current fiscal year. This technology permits budget information to oe 
found quickly no matter how long the report, provides simultaneous access to cur- 
rent and archived reports, and eliminates the paper and printing costs associated 
with computer-generated reports. SAMHSA is in the process of implementing a uni- 
fied grant application and information management system beginning in fiscal year 
1996. Data that were entered into multiple systems previously will need to be en- 
tered only once improving the accuracy and completeness of extramural grant infor- 
mation. j . 

CDC has automated many activities related to purchasing. An Integrated Voice 
Response (IVR) system allows vendors to use their touchtone telephone to learn the 
status of invoices billed to CDC and to obtain payment information. 'The system 
handles hundreds of calls each month from vendors that in the past would have re- 
quired the attention of personnel at the financial management help desk. A pilot 
Electronic Data Interchange (EDI) project issues delivery orders and revives in- 
voices for CDC’s contractors for technology and services ns well as issuing small 
purchases and receiving invoices from selected large vendors. Benefits include re- 
duced costs and errors, less paper and record storage, better fiscal management, and 
improved customer service. 
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CDC is implementing the Payments Expedited Paperlessly (PEP) System to auto- 
mate the pay process lor invoices with small dollar amounts ($2,500 or less) for a 
single line item. These invoices currently reouire almost as much time to process 
as million dollar items. Using sampling and otner qualitv control techniques to man- 
age the process will improve customer service, free staff resources for the big dollar 
items, and focus ageni^ attention on simificant dollar amounts. CDC is also install- 
ing an automated system that allows au Federal Express invoices to be transmitted 
electronically to the agency and then forwarded to the appropriate oflice for ap- 
proval. The automated raj^ent method has saved time b^ consolidating the billing 
approval process and eliminating paper handling and mailing between Federal Ex- 
press and the a^nn. 

FDA has initiated the Administrative Systems Automation Project (ASAP) to pro- 
vide a centralized, automated set of integrated agency-wide information systems to 
improve the dav-to-day administrative services required to support FDA programs. 
This system will also provide an easy-to-use interface to access the system and will 
be available to FDA employees at sm^ime from any location. 

Two Centers in FDA are working to establish a project management system in 
the pre-market application review process to plan and coordinate the activities of 
application review teams. Also at FDA, a cross-a^ncy work group has developed a 
proposed ‘Dmnibus” rule for electronic simature. Ilie proposed rule permits the use 
of mectronic records/signatures for records required to be maintained by the regu- 
lated entity except where paper record/handwritten signatures are specifically re- 
quired by regulation. 

The FDA, working closely with the U.S. Customs service, is automating proce- 
dures for regulating imports. The current manual process for handling its import 
operations has been burdened with fremient processing delays and badilogs, espe- 
cially at busier ports. Currently 1.6 million entries of FDA-regulated products are 
processed annually and that number is expected to increase to 2 million by the year 
2000. On October 1, 1993, FDA Commissioner Kessler and Customs Commissioner 
Weiss committed to implementing the Electronic Entry Processing System (EEPS) 
in 18 locations nationwide in 1994. These 18 locations handle about 80% of the total 
number of entries of FDA-re^lated products. The electronic entry processing sys- 
tem enables brokers to submit data electronically to FDA, and to receive ba& the 
FDA determinations. About 60% of the imports are entered electronically; of those, 
approximately 60% receive a determination electronically that they may proceed. 

IHS is implementing an automated Administrative Resource Management System 
(ARMS) to electronical manage budget, travel, and procurement documents for in- 
creased eilicienqr. HR^ is considering ways to reorganize its Fiscal Services orga- 
nization to take advantage of new te^nology, management techniques, and modi- 
fied reporting and monitoring requirements. 

Through its Telecommunications Improvement Project, OASH is evaluating the 
use of Integrated Services Digital Network (ISDN) to enhance employee and cus- 
tomer access to state-of-the-art technologies. An ISDN telephone connects parties 
digitally and with greater efficiency than traditional analog lines. Although voice 
communication is improved in the dig^l environment, the main advantage is the 
increased speed of data transmission. For example, PHS is now exploring KDN for 
video to ue desktop, telecommuting teleradiology remote LAN access, and 
connectivity to databases for intelligent electronic forms. 

Improving Customer Services 

The following initiatives are aimed at enhancing the way PHS provides services 
to customers. In many instances, technology is used to improve responsiveness to 
customer needs by allowing them easier and more efficient access to information. 

The Indian Health Service has published preliminary customer service standards 
for its clinical facilities serving American Indians and Alaska Natives. These stand- 
ards will be refined in response to customer surveys, consultation with Indian 
Tribes and organizations, and staff initiatives to improve service quality. 

The Agency for Health Care Policy and Research (AHCPR) is working with the 
National Library of Medicine’s National Information Center on Health Services Re- 
search and Health Care Technology to improve the dissemination of the results of 
health services research including clinical practice guidelines and technology assess- 
ments. The new system to access this information is called HS'TA'T (Health Services 
and Technology .A^essment Text). It is a free online sj^tem accessible through the 
Internet and other electronic communication services. TTie fhll text of cUnical prac- 
tice sidelines the quick reference guide for clinicians and the consumer brochure 
can be downloaded. By the end of 1994, AHCPR’s technology assessments will also 
be available. 



24 


AHCPR has also installed an InstantFAX system to give consumers researchers 
and clinicians a quick way to get the agency’s publications. This is a fax-on-demand 
service available 24 hours a day 7 days a week to anyone with a touchtone operated 
fax machine. InstantFAX has already responded to 9,000 calls with 67,000 pages of 
information and saved $20,000 in dissemination costs. 

The Project Management Development and Implementation Team in FDA’s Cen- 
ter for Drug Evaluation and Research has made changes in the new drug applica- 
tion review process which helped the agency achieve the performance goals in the 
Prescription Drug User Fee Act a year ahead, of schedule. 

CDC is implementing the Public Health Laboratory Information System (PHLIS) 
a PC-based electronic reporting system, to allow laboratories of state public health 
departments to report data concerning laboratory isolates to CDC. The system pro- 
vides quicker access to information for local (intra-state) analysis and reporting as 
well as national data for CDC. PHLIS operates in 50 states, Washin^n, D.C., and 
Guam, and supports laboratory reporting for five pathogens. The quality of data has 
substantially improved through WILIS because validity checks are now performed 
at the state before the data are sent to CDC. 

CDC is implementing the Laboratory Information Tracking System (UTS), a PC- 
network (LAN) based system, that will allow laboratory personnel to dial into CDC 
laboratories to obtain results on the specimens they have sent in. UTS will also pro- 
vide a mechanism for CDC staff to respond in a timely manner and with minimum 
dilHculty, to inquiries from local hospitals and state national and international 
health officials who have sent specimens for analysis. 

The Bureau of Health Resources Development (BHRD) in HRSA is conducting 
HIV clinical audio/teleconference calls to disseminate information to the inter- 
national community. This activity is gamering active participation from other Public 
Health Service agencies including NlH, CDC, and the Indian Health Service as well 
as from the Departments of Defense and Veterans Affairs. Since information regard- 
ing HIV care is ever-changing these live audio teleconferences are far more cost-efli- 
cient than videotapes often costing $60,000 to produce only to become outdated. 'The 
average cost of each audio teleconference whim reaches thousands of primary care 
providers is approximately $6,000. 

The Bureau of Primary Health Care (BPHC) has implemented BPHC ACICESS 
(Accelerated Communication Electronic Service System) a national electronic bul- 
letin board that makes information about BPHC pro^ams available to anyone with 
a computer and a modem. BPHC ACCESS also provides a forum for urers to discuss 
current issues and allows users to send a message to BPHC leadership and receive 
a response within six business days. 

SAMHA’s National Clearinghouse for Alcohol and Drug Information has estab- 
lished PREVline (PREVention Online) an electronic network dedicated to exchang- 
ing ideas and information concerning alcohol, tobacco, and other drug problem pre- 
vention PREVline provides users with an on-line library of research data, scientific 
studies, and other prevention information; approximately 1,000 downloadable files; 
access to information specialists who will reply to the user within 24 hours; and a 
public forum in which users can post questions and comments. 

The Substance Abuse and Mental Health Administration (SAMHSA) established 
a Customer Service Committee to find ways of improving Mency responsiveness to 
the needs of the grantee and applicant community. The Committee has asked a 
number of grantees, prospective applicants, state mental health and substance 
abuse directors, and professional ana advocacy organizations for feedback on agen^ 
performance. Detailed, thoughtful responses have been received. The Committee will 
pursue the many excellent suggestions for improving services. 

SAMHSA’s Center for Substance Abuse Prevention (CSAP) announced the avail- 
ability of funds which will enable six of its Community Partnership grantees to as- 
sume the lead role of substance abuse prevention services in collaboration with six 
Department of Justice funded Weed and Seed projects. The Weed and Seed proj^ta 
are being selected as sites to support DoJ’s Reinvention Laboratory on tmti-crime 
and social service delivery strategies. A criterion for selection of the sites is the ex- 
istence of a CSAP grant in the community. 

FDA has implemented a Good Review Practices Initiative. 'This initiative is a par- 
ticipative effort involving individuals from all levels of the product application re- 
view process collaborating to develop guidelines for statistical and clinical reviews. 

Streamlining Internal Processes and Operations 

There are many initiatives in PHS to improve and streamline management oper- 
ations. For example, small grants programs in AHCPR are beii^ analyzed to deter- 
mine if the existmg process represents the most efficient use oi resources. CDC re- 
viewed all existing internal issuances to determine whether they should be updated 
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or canceled. Out of 350 reviewed, 130 were considered unnecessary and have been 
terminated. 

Among process ia^rovements current^ underwav in HSSA, the Bureau of Pri- 
mary Health Care (BPHC) has established <^e goaf of developing a single applica- 
tion format and set of instructions for all of the Bureau’s grant applications. 1110 
“siimle application" will apply initially to the Bureau’s service delivery programs in- 
clumng; C^mmuniW Health Centers, Migrant Health Centers, Health Care for the 
Homeless, Public Housing Prima^ Care, Comprehensive Perinatal Care, Special In- 
fant Mortality Reduction Initiative Projects, and HIV Early Intervention Services. 

A HRSA work group has been established to examine appropriate headquarters 
and field relationi^ps in the context of changed delegations, continuing streamlin- 
ing initiatives, and uian^d program and state relations as a result of nealth care 
reform. 'This work group is composed of representatives of each bureau, the Regional 
Health Administrator, and State Health oflkers. 

The Maternal and Child Health Bureau (MCHB) in HRSA has continuously 
streamlined its annual nants management cycle since FY 1992. Customer (grantee) 
input is obtained and their interests considered. One result is that Federal lu^ster 
notices announcing competition opportunities are now made three months earlier in 
the cycle than in previous years, permitting prospective applicants additional time 
to pl^ and submit their responses. 

HRSA is planning to reorganize the Hansen’s Disease Pro^am to achust to chang- 
ing pro^am needs and to restructure the Federal Occupational Health program to 
streamline and improve services. 

HRSA’s Oflice of the Administrator (OA) has developed a "Quality Idea" process 
wherebv any HRSA employee mav submit a proposal for an improvement and be 
assured of an acknowledgment within 24 hours and, after due consideration, a writ- 
ten reply from senior agency management. Since June 1992, approximately 20 pro- 
posals have been adopted. 

NIH has initiated a review of its intramural research pronam which will include 
examining the role, size, and (»st of the program and devemping a system for allo- 
cating resources to and among its intramural programs. This is a two-phase review 
process that began in July, 1993 and includes: a trans-NIH Intramural Program 
fact-finding effort by an internal committee and an Intramural Program evaluation 
carried out by a group of external advisors. 

As part of an overall initiative to promote diversity in the work force. NIH has 
developed a new and enhanced recruitment and retention policy for scientific and 
program staff to bring minoritv students into the NIH intramural laboratories. A 
contract with Alexander and Associates to develop an aflirmative action plan for 
NIH has been signed. 

NIH is also nesting its Administrative Data Base by reengineering the internal 
management systems it supports and then applying^the latest technmogy to make 
their operation as efficient as possible. Teams of NIH and outside experts will re- 
view and analyze the processes to remove unnecessary steps and take advantage of 
planned improvements in the agency’s communications infrastructure. 

IHS is developing a restructuring plan with Tribal consultation to streamline the 
Headquarters and Area oflices. The emidiasis of the plan is on reducing the man- 
agentent and administrative costs. IHS has moved to increase third party collections 
from Medicare, Medicaid, and private insurance through a Patient Business Oflice 
Automated Billing Packa^. All IHS facilities will have complete patient business 
office automated systems in place by the end of FY 1995. 

A SAMHSA work group is looking at alternative arrangements for peer review of 
grants and contracts to improve communication between review and program staff 
on substantive issues. Another work group is reviewing and reassessing SAMSHA’s 
25 collaborative efforts with other Federal agencies to identify areas potentially re- 
quiring new or enhanced collaborations ana to weed out those of marginal value. 
Steps to implement the recommendations of these work groups are pending within 
the Agency. 

CDC has implemented the purchase card program to streamline payment proce- 
dures^ and reduce administrative costs for the acquisition of supplies and services. 
This initiative demonstrates the benefit of the CIP Support Services Work Group 
proposal that the Department expand the use of credit cards throughout the Depart- 
ment for^rchases under $2,500. 

FDAs Reinventing Administrative Management Project (RAMP) is focused on im- 
proving a broad array of administrative processes including; time and attendance 
recruiting, barcoding^ property, imprest funds, small purchases, correspondence 
tracking. Federal Register document tracking, headquarters and field facilities man- 
agement, and training. The initiatives seek to improve internal business processes 
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and internal customer service and shift resources from administrative to program 
areas. 

To improve financial management FDA is replacing most of its cash imprest funds 
with thirdjMrty drafts. At present the third party draft system has been installed 
in five of FT)A’s 22 field District Offices and efforts are under way to install it in 
five more District offices before the end of the calendar year. FDA is also installing 
a software system that will fully automate the audit and payment of Federal Ex- 
press and cellular telephone bills which should result in savings and increased efii- 
ciency. FDA’s accounts payable system is also being modified so that {dl invoices are 
registered on the date they are received rather than when they are ready for pay- 
ment. This will strengthen internal controls over invoices and will increase the abil- 
ity to mana^ workload and to respond to program and vendor inquiries. The new 
system should be in place by the end of FY 94. 

FDA proposes to use an alternate financial reporting form for Special Government 
Employees (SGEs), particularly those who serve on Advisory Committees. The pro- 
posed form, which is intended to reduce the burden of reporting by gathering only 
meetin^ask-specific financial information, has been developed and tested with se- 
lected SGEs and has been distributed to top Agency management oflicials for review 
and approval. Eighty percent of the responding SGEs see this proposed new report- 
ing form as a significant improvement over previous reporting requirements. 

SOCIAL SECURITY ADMINISTRATION 

The Social Security Administration (SSA) has been a leader in many of the most 
crucial elements of the National Performance Review and the Continuous Improve- 
ment Program. Since the mid 1980’s. SSA has focused on measuring customer satis- 
faction with SSA’s services through customer surveys. In addition, to insure the in- 
tegrity of those measures of satisfaction, SSA asked the Inspector General to con- 
duct annual surveys. Therefore, as other federal departments and agencies have 
moved to establish customer service measures and processes, SSA has Men able to 
provide technical assistance in such matters as survey design. 

SSA has also been a leader m another key area — strategic planning — ^having had 
an agency-wide strategic plan in place since 1991. SSA is now moving to reassess 
that plan, updating it as necessary and ensuring that it properly reflects customer 
and stakeholder views of service priorities. This year, SSA’s performance has been 
so noteworthy that Vice President Gore visited the agency in June 1994 and pre- 
sented the agency with his “Hammer” award for its accoihplishments in three major 
initiatives. A description of these efforts are as follows: 

Providing World Class Service 

In addition to its ongoing surveys of customers, SSA developed a wide-ran^g 
program to get the views of both its customers and its employees about world-class 
service — one of the Commissioner’s three primary goals. To get the views of its cus- 
tomers, SSA conducted meetings with 12 focus groups consisting of a cross-section 
of current beneficiaries and the general public and is planning several more, mailed 
22,000 comment cards, and completed 4,000 additional comment cards by phone to 
obtain feedback from customers. SSA is also discussing world-class services with in- 
dividuals and organizations that are interested in the services SSA provides to its 
customers. 

SSA sent a questionnaire to all SSA employees, seeking their perspectives on 
what barriers prevent them from providing the best service possible. Over 17,000 
employees responded. SSA also conducted in-depth discussions on this subject with 
over 2,000 of its employees. 

SSA is analyzing this information, which it will then fold into its strategic, budget 
and resource planning. 

Disability Process Reengineering 

Despite the best efforts of its employees, SSA continues to have difficulty provid- 
ing an acceptable level of service to customers applying for disability. In fiscal year 
1995, incoming initial claims regarding disability determinations are expected to in- 
crease 69% and appeals workloads to mcrease 75% over 1990 levels. After first con- 
tacting the SSA, the claimant now waits about 155 days on average to finally re- 
ceive a decision notice regar^ng an initial claim. If the claim is denied and appealed 
through the hearing level, it takes over 550 days from the claimant’s first contact 
until a final notice is issued. 

For these reasons, SSA indicated an effort in the fall of 1993 to reengineer the 
disabOity process. A team composed of 18 federal and state employees conducted by 
personad interviews with front-line employees, managers, and executives as well a 
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representatives from the medical community, legal aid, advocates and special inter- 
est grouim. 

Following the release of a preliminary report in March, 1994, the team sought 
public comment and presented a final report to the Commissioner incorporating 
those comments. On September 7, 1994, the Commissioner announced the final plan 
for a new, user-friendly and cost-effective disabibity application process. The new 
process will be made streamlined, flexible, and customer focused, with emphasis on 
the use of technology, teamwork and dire^r customer participation in the process. 
The process will merge several job functions from the current process into an em- 
powered new ^sition, and reduce the number of steps involved in disability deci- 
sionmaking. N^en fully implemented, the time a claimant waits for a decision on 
an initial daim will be reduced to no more than 60 days. The time to receive a deci- 
sion appealed through the hearing level will be reduced to about seven months. SSA 
expects to begin implementation of the plan in October, 1994, although many as- 
ped;s of the jnan such as automation, regulatory and legislative changes may take 
longer. Full implementation will take time. 

Georgia Common Access Application 

SSA placed an important role on the Georgia Common Access Team. The team 
was able to streamline the application process for six different types of aid Iw reduc- 
ing a total of 64 pages to 8 pages and still meet the filing reouirements of each of 
the individual agencies. A six-month pilot program began m March 1994 in the At- 
lanta area. (For more detail, see Reinvention I^bs.) 

OFFICE OF THE SECRETARY 

The Office of the Assistant Secretary for Management and Budget 

The Office of the Assistant Secretary for Management and Budget has been ac- 
tively engaged in the continuous Improvement process for the past year. Many of 
the areas of opportunity for moving from “red tape to results” encompass functions 
for which ASMB has institutional responsibility within HHS, such as procurement, 
finance, budget, information management and support services. ASMB staff have 
taken advantage of this opportunitv for change and working closely with OPDIV 
counterparts as well as with peers from other federal agencies is developing strate- 
gies ana plans to introduce new ways of doing business. 

ASMB has adopted an approach to continuous improvement that says that, when- 
ever appropriate, authorities wiU be delegated to the lowest level permitted by 
central management agencies such as the Oflioe of Personnel Management (0PM), 
0MB, the General Services Administration (GSA), and Treasury. Many of the re- 
maining delegations have until now been controlled by the central management 
agencies. ASMB staff are working closely with central management staff on several 
interagency task forces as well as informally to develop implementation plans which 
will empower agency line managers in these functional areas. Accomplishments to- 
date are described below. 

Delegations of Authority 

The ASMB increased the delegation of procurement authority to OPDIVs for ac- 
quisition of federal information processing resources consistent with the new course 
being set by GSA and supported by the National Performance Review. This is the 
maxunum authority that can be delegated to the OPDIVs at present under current 
GSA reflation. The ASMB, as the administrative head of OS, also re-delegated to 
STAFFDIV heads authority for several personnel-related decisions, such as alter- 
native work schedule and alternative work site requests. 

Reducing Administrative Burden 

The ASMB Division of Acquisition Policy and Oversight (DAPO) expressed a con- 
cern to the Office of Federal Procurement Polity (OFW*) about the burdensome re- 
quirements of the OFPP ralicy on management oversi^t of service contracting. As 
a result of the DAPO eiibrts, a supplemental policy was published in February, 
1994, which relaxed some of the requirements. ASMB is woning through the Man- 
agement Oversight Council to find ways to reduce the burden of the internal control 
processes relative to FMFIA and Audit Follow-up. OPDIVs have ^en enthusiastic 
about ASMB proposals to simplify reporting requirements in FMFIA and Audit Fol- 
low-up activities and to eliminate non-essential or duplicative control activities. 

In addition based on a revised 0MB Circular A-127 which eliminates the specific 
goyemnient-wide review requirements ASMB’s Office of Finance issued a directive 
which inmlements a revised approach for meeting the requirements of Section 4 of 
the FMFIA. Under the new approach, OPDIVs will have the fiexibUiify and are en- 
couraged to use a number of on-going activities (i.e. CFO audits, Office of the In- 
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sector General (OIG) reviews) to provide annual assurance to the Secretary on 
whether or not their flnancial management systems are in conformance with gov- 
ernment-wide requirements. This new approach eliminates the need for separate 
and burdensome reporting. 

Reengineering 

ASMB is a participant on behalf of the Department in a government-wide initia- 
tive to address and study the role of business process reengineering. One of the case 
studies to be used in the study will be the FmbUc Health Service National Practi- 
tioner Data Bank which is reengineering its processes from manual, p^er, and 
labor-intensive to automated and paperless systems. Additionally an ASMB quality 
improvement project was completed which reengineered the grants policy process. 
As a result the grants policy manual is being replaced by simplifled guidance— 
thereby reducing the number of controls and empowering the OPDIVs. ^MB staff 
collaborated with OPDIV staff to produce this continuous improvement success. 

Performance Measurement 

ASMB is responsible for the implementation of the Government Performance and 
Results Act. Many of the SPR recommendations and CIP activities will recjuire 
measurement of performance or results to ensure accountability. ASMB is approach- 
ing the implementation by providing maximum latitude to the OPDIVs to develop 
strategic plans and performance plans and measures which fit their individual cul- 
tures. ASMB is using a pilot program approach within HHS as well as participating 
in the 0MB pilot pro^am. Policies and procedures will flow from pilot results and 
central mandates will be kept to an absolute minimum. 

Empowerment 

ASMB has initiated the expansion of the use of purchase cards for acquisition of 
small purchases. ASMB, the OPDIVs and the Office of Federal Procurement Policy 
have signed a pledge that commits these organizations to creating and implement- 
ing simplified methods of procurement. This agreement supports and encourages the 
expanded use of purchase cards in the Department, thereby empowering card users 
to obtain needed goods quickly and with far less administrative burden, while re- 
taining essential accountability. 

The Office of the Assistant Secretary for Personnel Administration 

The Office of the Assistant Secretary for Personnel Administration established the 
ASPER Continuous Improvement Program (ACIP) in August 1993. ACIP's task is 
to identify plan and oversee the implementation of improvement stratepes that help 
respond effectively to major change and to meet streamlining goals while maintain- 
ing and improving the cmality of our products and services. The ACIP process has 
broken new ground in identilving our customers and in proposing innovative waj^ 
of providing customer-focused HRM services. The following are examples of ACIP 
initiatives. 

HHS Regional Hub Project 

The Hub project consolidates and redirects the processing of certain types of per- 
soimel and payroll transactions creating the possibUity of decreasing from 51 proc- 
essing sites to 3 or 4. Advantages of this consolidation are: economy of scale; greater 
accountability; improved accuracy, timeliness and customer service; and the develop- 
ment of a “critical mass* of expertise. This project is only possible through the great- 
er use of automation and telecommunications. For example, analysis indicates that 
if there is an automated current file of employees and a way to attain historical in- 
formation for each employee very few transactions require the use of an Official Per- 
sonnel Folder. This consolidation increases the cost-effectiveness of alternatives such 
as contracting out the folder maintenance. 

The initial analysis and planning for consolidation have been completed. Work 
has now started to achieve further economies through reengineering the processes 
done at the Hubs. The first Hub site went operational as a pilot on June 27, 1994. 

Multi-Regional Interest Based Negotiation 

HHS has used interest based negotiations (IBN) as a significant depa rture from 
the traditional, position based process in a successful experiment with NTEU and 
the Multi-Regional Bargaining Unit which r^resents 4,226 employees in the ten 
HHS regional offices throughout the country. This process, which puilds UMn group 
participation, consensual decision-making techniques, and facilitation, nas been 
gaining considerable appeal and momentum among management and labor particu- 
larly with the emphasis placed on developing more cooperative union-management 
relationships and building partnerships as envisioned in Executive Order 12871. 
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Initially, Union and Management decided to test the process by ne^tiating two 
contract articles. They used a process which included joint training using the DOIV 
FMCS model as a general guide but with the addition of experienced facilitators. 
Because of the positive reactions of all negotiation team members both parties 
unanimously agreed to continue the use of the IBN process in their renegotiation 
of the term contract. 

To allow others to build on their experience the parties are in the process of devel- 
oping an Interest-Based Negotiation Experiment Case Study and a Process Model 
to serve as a practical how-to guide for teams and/or facilitators. (The case study 
features a series of “Lessons Learned.”) An evaluation project that assesses the IBN 
process, the administration of the new Negotiated Acpeement, and the effect of the 
use of the IBN process on the ongoing relationship of the parties are also being de- 
veloped. 

Employee Express Interagency Task Force 

ASPER leads a ten federal agency Employee Express Interagency Task Force 
chartered under the OPM/Agency Personnel Automation Council. The Task Force, 
which began its work in January, 1994, was formed to define the technology, cost- 
benefits and options available to provide current employees with immediate access 
to information about their own personnel/payroll records as well as the ability to 
directly process those actions wluch are at their discretion. Such actions would in- 
clude choosing health benefits and Federal Employee Retirement System/Thrift op- 
tions during open season, specifying tax withholding and bond purchases, and 
changing home addresses. Use of touchscreen kiosks and touch-tone phones with 
800 nui^ers to allow employees to make these personal choices from their homes 
as well as the office is possible. New employees could also use the system to easily 
enter the information needed for the myriad enter on duty (EOD) paperwork which 
would then be complete and ready for signature on the first day of work. 

The immediate goal is jointly to develop and implement a pilot Employee Express 
system by January, 1995 to include federal and state tax withhol^ng direct deposit 
of oaychecks, direct deposit of other voluntary allotments, and hom^check mailing 
address changes. Thus, the Employee Express system will empower employees at 
all levels, reduce processing time and effort, and remove a layer of personnel office 
activities that add no value. 

Office for Civil Rights 

Continuous improvement efforts in the Oflice for Civil Rights have focused on re- 
definii^ the mission of the agency and developing a strategic plan for the future. 
The Director of the Office for Civil Ri gh ts co-chaired a review team composed of 
staff from various OPDIVS and STAFFUIVS to identify ways to enhance the civil 
rights operations in the Department. The team examined every aspect of OCR’s op- 
erations and issued a report with several recommendations. 

Among the recommendations was that OCR needed to develop a strategic plan to 
focus the work of the office and to improve the functioning and structure of the of- 
fice. OCR is in the process of developing this strategic plan under the leadership 
of the OCR Deputy Director. During the initial phase of the strategic planning proc- 
ess, nine draft go^s were identified which would close the gap between where OCR 
is today and where it should be by 1999. Strategic planning is also being coordi- 
nated with OCR’s efforts to streambne operations. 

The Office of Inspector General 

’The InsKctors General, through the President’s Council on Integrity and Effi- 
ciency (PCIE), developed a common vision and statements on mission, authority and 
reinvention principles that meet NPR’s goal to change the culture of Mvemment, 
while, at the same time maintaining the independence of Inspectors (feneral. 'The 
HHS Inspector General wanted to be the first to follow the PCIE principles she had 
a lead role in developing. First, OIG held focus groups with the (jPDIVb and 
STAFFDIVs to get customer feedback on OIG activities, to determine how to im- 
prove relationships, and how program staff could input to the OIG workplanning 
process. OIG has determined to eliminate the old “gotcha” reputation and replace 
it with a professional, helpful but nonetheless independent image. Secondly, ()IG de- 
veloped a coordinated workplanning system which has involved meetings with pro- 
gram staff at the plan development stage and comments on draft woikplan docu- 
ments. 

Concurrent with the above, OIG established a senior woiking group to develop an 
OIG Strategic plan. The mission, vision and values statements are complete and the 
goals, oWectives and performance measures will be presented to staff to reach con- 
sensus. Early in this endeavor, an employee survey was conducted and action plans 
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set up to assure that staff have the resources and skills they need to meet the goals 
and objectives. 

Over the past year OIG has taken bold new steps to do more with less, and has 
been able to assist states and other bodies do their work more efficiently and effec- 
tively. Examples follow: 

IG Coordination with States and Local Audit Groups 

The OIG has shared its experiences concerning Medicaid audits with State audi- 
tors to develop partnerships that will enhance improvements and provide mutually 
beneficial results. This is a shift from the traditional emphasis on retrospective com- 
pliance type reviews to cost savers that will benefit both the State and federal gov- 
ernments. 

Preaward Audit Pilot Project 

FVeaward audits of bid proposals from contractors provides the Department a sub- 
stantial return on audit investment. To do this more efficiently without any sacrifice 
in ^ality, OIG is piloti^ a new approach for certain contract proposals submitted 
by HCFA. The pilot audita using the ‘Thnposed Guidance Book” far-out perform the 
conventional audita. 

The pilot audita required an average of about 34 staff days to complete versus 
the 102 staff days required by conventional audits. 

The average coat to complete the pilot audits was $14,443 versus $43,583 for 
the conventional audita — savings of $23,140 per audit. 

The pilot audits resulted in attributable cost savings of 17.6 percent of pro- 
posed costs as compared to 20.1 percent for conventional audits. 

The pilot audits achieved a return on audit investment of $170 to $1 com- 
pared to $90 to $1 for conventional audits. 

Fraud Task-Force 

The OIG has worked with the Department of Justice to establish an Executive 
Level Health Care Fraud PoHot Group. The Group includes representatives of the 
Attorney General’s ofllce, the Civil and Criminal Divisions, the FBI and OIG. The 
^up has been working to identify new methods of proceeding against health fraud, 
identifying priority areas for increased enforcement, and breaking down red tape 
barriers. 

Office of Intergovernmental Affairs 

Establishment (^Regional Health Care Reform Teams 

In order to support one of the President and Secretary’s top priorities for this De- 
partment, Healui Care RefomL the Office of Intergovernmental Affairs established 
Regional Health Care Teams (RTs) in each of the ten HHS Regional Offices to en- 
sure information relating to health reform is disseminated to state and local offi- 
cials, other interested oi]ganizations, groups and individuals in a timely manner and 
to facilitate the How of information regarding health care reform from the regional 
offices to headquarters. 

The RTs have been organized in each regional office under the leadership of the 
Regionfd Directors with representatives from HCFA, PHS, AoA, and other HHS Op- 
erating and Staff Divisions as needed. Given the complexities of health reform is- 
sues ^us the varied interests of diverse groups, organizations and individuals and 
the multiple HHS components associated with health care programs (Medicare, 
Medicaid, etc.), coordination by HHS at the state and local level is critical. The RTs, 
which meet weekly, ensure that the flow of information downward is as smooth and 
effective as possible, and that the flow of information (issues, concerns) back to 
headquarters policy makers is timely and meaningful. 

Regions 

The continuous improvement program is not limited to headquarters; it flourishes 
in regional offices as well. Every Thursday morning the regional offices join the Ad- 
visory Group via conference call. In addition, regional office staff use the phone lines 
to participate in numerous work group meetings. Many reinvention labs are located 
in regional and in field offices where staff dirertfy interact with customers. 

In Chicago, SSA established a Field Office Support Unit (FOSU) at the Great 
Lakes Ingram &rvice Center to support processing in SSA’s region V field offices. 
Under this innovative approach, the centralized staff of 24 technicians is fully 
trained to process all Supplemental SecuriW Income workloads, tasks that generally 
fall to SS/^s field offices to perform. The FOSU also has the ability to process and 
other workload from SSA field offices that does not require face to face contacts. 
With this resource available to help out and overburdened field office, SSA can en- 
sure timely and effective service when large increases in workload and/or staffing 
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shorta^a occur anywhere in the region. Through the first 7 months of operation, 
the FC«U has processed over 12,000 actions for field offices. 

As noted elsewhere in this report, the multi-region bargaining unit provides a 
model for union partnerships. The use of alternative dispute resmution techniques 
for the past five years has meant no litigation. The Labor Mana^ment Relations 
Committee has successfully used interest-based bargaining to negotiate two contract 
articles and are now using it to complete bargaining for 15 more. 

A number of regions have begun to explore and implement ideas endorsed in the 
NPR report. For example, the remon X RASC has begun a customer feedback pro- 
-am that includes meeting with customers and follow-up telephone inquires and 
is developing an automatea process for producing lists of applicants for vacant posi- 
tions which nas been distributed to all HPOs and has been selected for OPM’s pro- 
gram to share successful automation projects with other agencies. 


Response to Written Questions Submitted by Hon. Constance A. Morella to 

Donna E. Shalala 

Question. I have heard from some constituents who are particularly concerned 
with the impact of FTE reductions on the National Institutes of Health. Several is- 
sues have been raised, including: 

NIH has been dis propo rtionately affected by the FTE reductions, having to 
sustain a 16 percent FTE reduction — ^while the rest of the Department has had 
to shoulder an 11 percent reduction. 

The NIH has more than met its FTE reductions, mainly through a hiring 
freeze in force since 1993. I have heard that in some cases, this hiring freeze 
has had serious consequences for some specialized positions. 

Promotions of employees have slowed significantly, particularly at upper lev- 
els. The cumulative result over five more years coula result in the departure 
of talented scientists. 

More flexibility is essential in restructuring if NIH is to continue its current 
mission. 

I would appreciate it if you could respond to these concerns. Can any action be 
taken to address these issues? 

Answer. Within the context of necessary FTE reductions, careful choices have 
been made which require all HHS agendes to share in the burden of reductions. 
Because of an expanding population retiring health services and the opening of 
fourte en n ew or expanded facilities funded by Congress between FY 1994 and FY 
1999, FTE needs for the Indian Health Service are particularly acute. Departmental 
FTE targets are also affected by the need to furnish user-fee support for many of 
the Food and Drug Administration’s FTEs. 

Every agency of the Department has convened work teams to develop innovative 
approaches and creative recommendations for improving the way it does business. 
One such groups is the NIH Resource Allocation Group, which has recommended 
a series of initiatives and efficiencies. In allocating FTE targets to individual Insti- 
tutes, a model was constructed that accorded high priority to scientific rather than 
administrative positions. However, at the same time, it is not possible to absorb re- 
ductions of 15 percent in total NIH employment by reducing “control” and ‘head- 
quarters” personnel, as direct in the National Performance Rieview. Therefore, NIH 
had to set a target reduction of 15 percent for units designated as “control.” Posi- 
tions for doctoral scientists were assigned a target reduction of 6 percent. After that, 
all other positions were reduced accoraingly to achieve the required reductions. 

The PHS agency-wide hiring freeze was lifted in February 1995, allowing agencies 
to being hiring within their established FTE targets. 

Question. I am concerned with the future of the HIV prevention community plan- 
ning process — will this process be protected under the proposed CDC block grant? 
The local coinmunity planning process is very consistent wit the trend toward local 
control, and it should be allowed to continue under any block ^ant proposal. 

Answer. Among the goals of the HIV/STD/TB Performance Partnership Grant pro- 
posed by the Administration is “to encourage community involvement in HIV, STD, 
and TB which would include active participation in setting priorities and detormin- 
inghow funds will be spent.” 

The new HIV/STD/TB Grant would build upon the model established during the 
past year of the HIV/AIDS prevention program. The new grant program would use 
the same model, but would add funds to support TB and CTDs. Because well-devel- 
oped community groups are not available for consultation on STD and TB, CDC pro- 
poses a three-year phase-in for full flexibility. 
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Question. Will the Oflice of Women’s Health continue to play a prominent role as 
it has over the past two years? Will the Ollice continue to have direct line authority 
to you? 

Answer. The important role of the OfTice of Women’s Health will certainly con- 
tinue and should be even more effective as a result of the increase in resources 
available to the oHice. The Director of the Oflice of Women’s Health reports to me 
through the Principle Deputy Assistant Secrets^ for Health, Jo Ivey Bouflbrd. How- 
ever, 1 am well informea regarding the activities of the and meet regularly 

with the Director. 


Response to Written Questions Submitted by Hon. William J. Martini to 

Donna E. Shalala 

Question. Secretaiy Shalala, later this year Congress is expected to look at the 
issue of FDA reform. In li^t of this, is the Administration working on its own plan 
to reform FDA? And if so, could you share any details of this plan with the Commit- 
tee; 

Answer. As you know, the President has asked all Federal agencies to examine 
their organization, procedures, regulatoiy requirements, and other elements and 
consider what can be eliminated, streamfined, privatized devolved to the States or 
otherwise reformed. Re^latory agencies were particularly asked to focus on wheth- 
er their regulatory buraens on the private sector could be reduced. On March 16, 
the President announced the first five of a number of anticipated reforms in FDA’s 
remlatory requirements. 

Additional reforms will be announced in April via a report on regulation of drujra 
and devices. More reforms, including food and veterinary medicine, will follow. By 
June, the FDA is to report to the President on their finmngs resulting from his di- 
rections to all regulatory agencies to review their regulations for contmuing appro- 
priateness, to hold public meetings around the country hearing the concerns of ref- 
lated industry, and to identify regulations that can be convei^d to negotiated nrie- 
making. 

Question. Madame Secretaiy, there are two issues that are important to the phar- 
maceutical companies in my state. I would like to know the Aaministration’s posi- 
tion on renewal of the orphan drug tax credit. 'The tax credit was not included in 
the President’s FY 1996 budget. Additionally, I am equally concerned about the 
R&D tax credit which will expire in June. Could you please share the Administra- 
tion’s views on these important concerns with the Committee? 

Answer. The tax credit for “orphan drug” clinical testing expense, which provided 
a credit equal to 50 percent of qualifled clinical testing expenses paid or incurred 
in the testing of certain drugs for rare diseases, expired with respect to expenses 
incurred after December 31, 1994. The research and experimentation tax credit, 
which allows a credit for 20 percent of qualified research and experimentation ex- 
penditures in excess of a base amount, is due to expire with respect to expenses in- 
curred after June 30, 1996. 

The Administration supports these and other expiring tax provisions, and would 
be glad to work with the Congress to find suitable revenue offsets or spending re- 
ductions with which to pay for them. 

Question. My final f estion is in the area of government reform. It seems that 
Vice F*resident Gore’s National Performance Review is requiring that HHS only cut 
150 jxisitions in FY 95. I am aware that the FY 1996 figure is higher. Given that 
HHS employs over 127,000 people, how far beyond the 150 slots can HHS be 
downsized. Additionally could you please share any comments regarding specific 
HHS programs that in your opinion can be either downsized, eliminated, or com- 
bined? 

Answer. In FY 1995 HHS, including SSA, is planning to reduce 1,766 FTE and 
in FY 1996 our reduction is targeted at 1,3 68 FT E. Between the FY 1993 base and 
FY 1999 HHS will reduce more Uian 12,500 FTE or 10 percent. 

At the same time FTE are being reduced, HHS is implementing streamlini^ and 
continuous improvement initiatives that will result in a smaller and more efficient 
Department in the future. A principal focus of our efforts is to reduce the size and 
cost of administrative structures and shift resources from overhead and control func- 
tions to service delivery areas. 'This will mean fewer supervisory and headquarters 
staff and fewer staff in control areas such as accounting, personnel, budget, procure- 
ment, public affairs and legislation. 

One example of administrative cost reduction is the restructuring of our r^onal 
oivanization. We are eliminating positions in our regional offices and transferring 
amninistrative functions to service delivery organizations. Another example is a pro- 
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poBal in our FY 1996 budget which calls for the consolidation of 107 program activi- 
ties into 16 performance partnerships. This consolidation is expected to produce sig- 
niiicant savings in stafling and administrative costs in FY 1996 and beyond. 

We are presently in the second phase of Reinventing Government and we are con- 
fronting additional challenges relating to consolidation of activities and realignment 
and restructuring in order to improve service delivery and reduce administrative 
costs. We expect to unveil the results of this effort within the next 30 to 60 days. 

Mr. Shays. Madam Secretary, I appreciate your comments, and 
we will feel free to ask both you and your deputy any questions. 

Walter, did you have any comments you wanted to make? 

Mr. Broadnax. No. 

Mr. Shays. OK 

I would be interested to have you just focus in on, from an oper- 
ational standpoint, where you think you have made your biggest 
successes and where you think, from an operational standpoint, 
you have your biggest challenges. 

Ms. Shalala. Well, I think I would say — and Walter may want 
to add to this — that our biggest successes are going to be on the 
big programs, the remanaging of HCFA, and, in particular, HCFA’s 
strategies along with some helpful congressional legislation to 
bring down the rate of increase in both Medicare and Medicaid. 
You see the first results this year that have built up over the last 
year or so, and that is that the base line for Medicare and Medicaid 
is down $200 billion. 

Mr. Shays. Over a 5-year period? 

Ms. Shalala. It will be down $200 billion over a 5-year period. 
The rate of growth is now moving into single digits. That is a major 
breakthrou^. 

I can talk about our prevention programs and some of the impact 
we are having on specific strategies. I think the first thing is that 
while the Department could focus on some categorical programs, 
we need to get some discipline into the rate of growth. 

Now some of that came down because, obviously, the economy 

E icked up. Bringing down the deficit helped. Some of it came down 
ecause we finally got control and stopped the creative financing 
that the States were doing in terms of the use of provider dona- 
tions and taxes. Some of it came down because of tne maturity of 
the system and the ability of managed care in some cases to bring 
down costs. 

For example, 75 percent of all the recipients of Medicare now can 
choose managed care if they want to. We expect that 20 to 25 per- 
cent of Medicare recipients will be in managed care at the begin- 
ning of nex^ear. That is how quickly people are moving into man- 
aged care. They are particularly moving in areas where there is 
deep managed care penetration. 

I personmly believe that moving more beneficiaries into managed 
care is really a generational issue, because we have a generation 
used to fee for service. As they live in areas in which they and their 
families have experienced managed care, and if that is what they 
see as the most efficient way, particularly for the elderly, to get 
their care, we will see more people choosing managed care, 'flie 
Governors are clearly moving and you can see it in our waivers, to 
move more of the Medicaid population into managed care. We still 
have big challenges there in relationship to the Medicaid popu- 
lation. 
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In addition to that, we have refocused the public health part of 
the Department on prevention while maintaining the brilliant bio- 
medical research at the National Institutes of Health. The CDC 
and the Public Health Service are clearly now focused on major 
public health issues: smoking cessation, illegal drug use, and issues 
like breast cancer and AIDS. 

We went to the AIDS communities and rather than giving them 
top-down direction, we said, community by community, you develop 
the strategies for AIDS. We will fund those stratemes, but you de- 
velop the strategies. So it is a bottom up approach with the com- 
munity buying in, using private money. State money, local money, 
as well as the Federal money, using it in a way that I would de- 
scribe in some cases as glue money. That is a very different way 
of thinking. We did the same thing on breast cancer. 

So that gives you some feel for the kinds of issues we are work- 
ing on. 

I could go into the new computer systems in HCFA, getting rid 
of the difmrential between regions, getting more discipline, bring- 
ing in modem technology, but I think I’ll end there and let some 
other people 

Mr. Shays. I gave a pretty broad question. 

What is the impact of Social Security being removed from HHS? 
It constituted obviously in terms of total dollars a good chunk of 
your budget. 

Ms. Shalala. It basically splits the Department into two, and 
what it does is force us to think about our field operation, and one 
of the things that 

Mr. Shays. Do you have any jurisdiction after March on Social 
Security? 

Ms. Shalala. Yes, because I am a member of the Trust Fund 
Board, so I will. 

We will continue to work with Social Security because what the 
split does is split the disability programs, and that is one area 
where we continue to work. We also will continue to work on aging 
policy with Social Security. But we will work with it as we work 
with the Department of Education and the Department of Labor in 
that rejgard. 

Mr. Shays. In your comments about managed care, I am making 
an assumption that we need to go into managed care in both Medi- 
care and Medicaid. What is the more difficult one for us? 

Which will be more difficult, do you think, for us? Is Medicaid 
going to move more quickly into managed care, or is Medicare? 

Ms. Shalala. Medicaid will, because the Governors can make 
that decision. They have to have waivers in most cases. 

We have committed ourselves as a country to giving the senior 
citizens greater choice of the plans that they go into. I believe it 
is both a generational and a geographic problem. I have lived most 
recently in a community in Wisconsin in which 97 percent of the 
population are in managed care. For the senior citizens in Madison, 
WI, managed care is not a new concept; it has long traditions both 
in rural and urban areas in Wisconsin. However, you get to a place 
like New York where you don’t have a long tradition, some old 
managed care organizations like HIP, and let me just give you a 
sense of the difference. 
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For example, if we go to Florida, where the managed care compa- 
nies have access to the elderly population, they can choose man- 
aged care, they offer Medicare beneficiaries everything but the 
kitchen sink: free drugs, no copayments — a very attractive incen- 
tive package, and yet they don’t have big numbers of elderly mov- 
ing into memaged care in Florida. 

However, if you go to Portland, OR, where there is a longer tradi- 
tion of managed care, they are not offering all those things. Yet the 
elderly are disabled — mostly elderly, are moving in. That is No. 1. 

No. 2, is that there clearly is some real selection going on. Man- 
aged care companies are going to places such as square dances, for 
example, where they will find the healthy elderly. 

I have been accused of paying too much to managed care entities. 
Our studies actually show we are paying about 5 percent too much, 
but that is only because many managed care organizations take a 
very healthy group from the elderly population. What happens 
when they begin to enroll sucker elderly beneficiaries? Will our re- 
imbursement rates have to adjust? We don’t know a lot about pric- 
ing managed care for a high-risk population. 

I think we are moving smartly into the managed care business. 
We have had the biggest movement into managed care in this ad- 
ministration than any previous administration. I think we have to 
be careful to preserve choice for senior citizens, and to make sure 
quality is there, and to make sure that we get our pricing straight, 
because the managed care agencies themselves aren’t so sure how 
we reimburse. Our biggest challenges will be the disabled, where 
there is very little managed care experience. There is not a lot of 
experience with the elderly in managed care, but there is almost 
no experience dealing with the disabled, and, as you know, there 
are large numbers of people both in Medicare and Medicaid who 
are disabled. 

Mr. Shays. If I could, I have just two areas as it relates to this, 
and I just want to touch on those. I am putting on my budget hat. 
I agree with you that Medicare and Medicaid are getting down into 
that single digit, 9 point something, from 10, but our sense is that 
we don’t get a handle on this budget unless we get the Medicare 
increases to about 5 to 6 percent a year, and one of the positive 
outgrowths in the debate on health care was that we really forced 
the private sector to really rethink what they are — I mean a major 
savings took place just during the debate by the private sector re- 
sponding, and that is a positive response to what the President has 
done. 

My question to you is, shouldn’t we be having a far more 
proactive effort? I mean I don’t think HCFA, for instance, is real- 
ly — it has got a lot of challenges, so I know it has got a lot on its 
plate, but I don’t see it being very proactive in trying to promote 
managed care in Medicare. 

Ms. Shalala. You know, it is interesting, if you talk to the fee- 
for-service people, they will tell you that we are very aggressive. 
The rates of increase in managed care are rapid, it is a little over 
1 percent a month now. 

Mr. Shays. But we are working on such a small base. 

Ms. Shalala. We are at a 9-percent base and we are moving up. 
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What I am saying to you is that it is tricky, Con^essman, be- 
cause you can start off putting the healthy elderly into managed 
care. The managed care companies wouldn’t have the capacity if we 
moved too quickly. We would end up repeating the horror stories 
of the Medicare mills and the Medicaid mills, so we have to be 
careful about not shoving everybody in. 

Second, we have a commitment to preserving choice; and, third, 
we need to know more about how we price and how we do capita- 
tion for a high-risk population. One of the things we could end up 
doing is increasing enrollment in managed care and underpaying 
managed care companies, and by shoving large numbers of very 
risky people into their pools. I would say that we are movi^ quite 
quickly into managed care. Will we move more quickly? Trie an- 
swer is yes, because the Gkivemors will start to move their Medic- 
aid populations in. But even they will start slowing down because 
they then have to maintain high quality Medicaid HMO’s. 

We have tried to move our people into HMO’s that aren’t set up 
just for Medicare to ensure that you continue to have a mix of en- 
rollees. Finally, the big issue in managed care is home care, where 
costs have soared. 

Mr. Shays. Probably because of no copayments, don’t you think? 

Ms. Shalala. Well, it may be that, or it may be that it is a tough 
thing to administer and to manage when you are sending an indi- 
vidual into someone’s home as opposed to having oversight on an 
institution like a nursing home. Most of the costs in Medicaid are, 
in fact, long-term care costs. I mean about two-thirds of the costs 
there. 

Mr. Shays. Before calling on my ranking member, or the ranking 
member, Mr. Towns, I wanted to just acknowledge the presence of 
three new Members, Mike Souder from Indiana, and Chaka Fattah 
from Pennsylvania. Philadelphia? 

Mr. Fattah. Philadelphia. 

Mr. Shays. My grandparents’ home. 

And as well Dick Chrysler from Michigan, and then Mark San- 
ford from South Carolina. I welcome all of the gentlemen here. 

Mr. Towns, you have 10 minutes, and we will just roll the clock 
twice. 

Mr. Towns. Thank j^ou very much, Mr. Chairman. 

Let me begin by saying, Madam Secretary, I have really been im- 
pressed with some of the things you have been able to do in spite 
of all the kinds of problems that we have had and the mixed sig- 
nals that you receive from time to time coming from this side in 
terms of the House in particular. 

Ms. Shalala. It is easier than running a university. Congress- 
man. 

Mr. Towns. If you can run one in New York, you can run one 
anywhere, no question about it. 

Let me just say that I know that many waivers exist out there. 
Some States have come in and have gotten waivers. As we move 
to reorganize and to reinvent, what will happen with these waivers 
that have already been givenr What will take place? 

Ms. Shalala. The waivers are, in fact, contracts usually for 5 
years, so the waivers basically are a 5-year contract between the 
Federal Government and the States. In every case we have written 
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language into the waivers that says that if the program is fun- 
damentally changed then that will change the waivers, and the 
Governors knew that. 

In welfare reform, for example, we indicated very clearly that if 
there was a fundamental change in the welfare system, that the 
waivers would have to change and we would go through that proc- 
ess. 

Mr. Towns. As I look at what we are doing here in terms of 
reinvention and all the kind of changes that we are making, sup- 
pose we find out that one of those (S)vernors out there really has 
a solution to one of these major problems that we have been deal- 
ing with, these many years, what can we do at that point? 

Ms. Shalala. If I found out that a Governor out there had a so- 
lution to a simificant problem, I would be up here in 2 seconds 
with a piece of legislation to change the Government program. 

Mr. Towns. Do you think we would be able to change it? Because 
we are so focused now on downsizing, eliminating, and not listen- 
ing to a great degree, because we have sort of figured out this is 
the way we want to go regardless of whatever signs or indications 
might pop up. 

Ms. Shalala. Well, it depends on what the Federal Govern- 
ment’s oversight role is. Some of the proposals that are before Con- 
CTess essentially give the money to the States. In some of the first 
drafts I saw, for instance, of the Ways and Means welfare reform 
bill, the Secretary was actually taken out of it. You could not haul 
me up and say what’s happening in this State versus this State be- 
cause I would have no authority to actually go and collect the 
money. 

Some of that has been changed in new drafts, but I think one of 
the important points here is that even as we talk about the dif- 
ferent relationship between the Federal Government and the State 
government, it is still people paying their taxes to the Federal Gov- 
ernment. We favor an oversight faction even as we devolve re- 
sponsibility so that we can, in fact, tell you whether there has been 
a breakthrough on a waiver, or so we can help you to take respon- 
sibility. 

Mr. Towns. So you can’t tell us, you are saying? You can’t tell 
us? 

Ms. Shalala. 'There are some drafts in some legislation that ac- 
tually say that the Secretary does not have the oversight authority, 
over the prog^rams. The block grant is for the States to do what 
they want with the money and that the Secretary may not have the 
authority or the resources to do proper oversight. It makes the ac- 
countebility issue more complex, and one of my great concerns is 
that if it is Federal taxpayers’ money, I need to be able to help the 
members of the congressional committees that I report to under- 
stand what is going on out there. We ought to be very careful in 
the process of devolving power to make sure that we have oversight 
responsibility so that we can say to Federal taxpayers this is the 
w^ your money has been spent. 

One of the great problems of some of the block granting in the 
past is that we didn’t have a clue what was going on out there. As 
a result the programs got cut way back because there were lots of 
crazy stories of things that were being done with the money. I 
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would suggest that we have built, for example, Congressman 
Towns, evmuations into every waiver. 

One of the things I have argued with the States about, because 
they don’t necessarily want to spend the time, is that waivers are 
for demonstrations, and are to be evaluated. We give waivers be- 
cause we want to learn something, and therefore we have been 
firm about both identifying what we wanted to learn and making 
sure that the State had in place a good evaluation system. 

Mr. Towns. Well, you know, I must admit that I am happy to 
hear that you do have some concerns along the lines that I have 
concerns. The fact that inasmuch as we begin to push all these 
things back to the States, I think it was Tip O’Neill, who was a 
very popular Speaker here, said that all politics is local, and I am 
thinking about the fact that there is a strong possibility that people 
who are really needy, because of the fact that they are not in the 
political kind of mix or do not have the political kind of support 
base, will be left out, and if we are not careful, if this is not struc- 
tured properly, there would be nothing that you would be able to 
do to make certain that those folks receive service in a timely fash- 
ion. 

Ms. Shalala. 'There are two authorities that I need. One is data 
collection. We need a data base so we know what is going on, so 
it is not just a snapshot view of an individual State. ’This commit- 
tee will want to know what the effects of a major reorganization 
had on all the States and then individual States so we can compare 
them. Second, I need genuine oversight responsibility so that tax- 
payers and Members of Congress will know from our inspector gen- 
eral as well as from the evaluations the Department conducts 
whether the goals that they hope to achieve have in fact been 
achieved. 

I would argue it is possible to devolve more flexibility, more au- 
thority, but to simultaneously hold the States accountable for what 
they do with the Federal dollars that they are being given. Finding 
that balance is much of what the debate is about and ought to be 
about. 

Mr. Towns. Let me just say, Mr. Chairman, I know you made 
a commitment, but I think fliat you didn’t expect the turnout that 
you have, so I understand the fact that you have to have the Sec- 
retary out by a certain time. I am just going to ask this last ques- 
tion. 

Ms. Shalala. I am fine. 

Mr. Shays. We have an hour, so you are doing all right. 

Mr. Towns. I am doing OK? I mean I don’t want to sort of hog 
it up and then all of a sudden the Secretary has to leave and a new 
Member is saying that, “He is just like the rest of the old mem- 
bers.” 

Mr. Barrett. We already said that. 

Mr. Towns. You already said that. I don’t want that to happen. 
You already said that. 

A final question then. One area of efficiency that we continue to 
hear: 'That the Department can do more about its review and ap- 
proval process at FDA Can you briefly describe the advances FDA 
has made in streamlining approvals for medical devices, and are 
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there changes that HHS would be willing to propose to streamline 
FDA’s export policy for medical products that we develop here? 

And let me just go a little further. Have you had the opportunity 
to receive the report commissioned by the CDC which evaluated 
New York State’s childhood vaccine delivery system, and, if so, do 
you think that New York can serve as a good example for an alter- 
native distribution strategy? 

Ms. Shalala. On the last question, my view is that the distribu- 
tion strategies are very much determined by the States. Different 
States have different needs, and I think that although we origi- 
nally had done it at the request of the States, we have moved away 
a great deal from a more centralized distribution strategy for vac- 
cines to the States developing their own distribution strategies for 
vaccines. 

The point here is that, no matter what the delivery system is, 
what we are trying to do is to move from being a Third World coun- 
try in the number of our children who have Been vaccinated prop- 
erly to a 90 percent goal in the next — in the next couple of years. 

On the device review times, we have submitted as part of our fis- 
cal year 1996 budget a user charge. It is part of our overall stream- 
lining of the review process of medical devices. I have a chart here 
that gives you a sense of what our goal is, and that is to move from 
27 months, which is the average review time for new devices, to 12, 
and on devices similar to marketed devices, to actually move it 
down to 3 months. We have made a significant impact on drug re- 
view times by using user charges, and working with the industry. 
We are also reviewing the possibility of exempting certain device 
changes altogether to tiy to get the system streamlined. 

[The information referred to follows:] 

Drug Review Times 


Months 


New Applications: 

1992 27 

1994 19 

Supplements: 

1992 12 

1997 6 


Device Review Times — In Months 


Cur- Pro- 

rent posed 


New Devices 27 12 

Devices Similar to Maiiieted Devices 20 3 


Ms. Shalala. I think that this Government ought not to be put- 
ting in place and ought not to scrimp on resources, whether it is 
a combination of user charges or the Federal Government’s own 
taxpayer money, to restrict American companies from getting their 
products to market and from being able to get their products over- 
seas. We have a big commitment to get those times down and we 
are working with the industry to do that. 

Mr. Towns. Thank you very much. Madam Secretary. 
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Mr. Shays. I thank the gentleman, eind I am going to take the 

f entleman’s advice in this way. We do have a nunmer of new Mem- 
ers who have come. We are still going to allow the new Members 
to have the 10 minutes, but what 1 am going to do is rotate 5 and 
them come back and bypass the chairman and ranking member, so 
in case some of you have to leave a little earlier. 

Let me just welcome Gene Green from Texas, Tom Barrett from 
Wisconsin, and Bill Martini from New Jersey. 

And, Mark, you have the floor. 

Mr. SouDER. Thank you. 

I had a question, and I am sorry if it is somewhere in our docu- 
mentation and I missed it. Right now I am having, in this flrst 100 
days, trouble remembering what State I’m from, let alone all the 
details. The 12,000 emplovees that you reduced or plan to reduce, 
will that include the Social Security transfer? 

Ms. Shalala. The answer is yes. 

Mr. SouDER. How many employees is that approximately? 

Ms. Shalala. Walter is in cnarge of 

Mr. Broadnax. About 5,000 of that number is Social Security, 
and 7,000 is the balance of HHS. 

Ms. Shalala. HHS is going down at a rate faster than Social Se- 
curity in part because we needed to invest in Social Security to re- 
duce the time of disability reviews and to put in some new tech- 
nology. 

Mr. SoUDER. And what is the total number of employees at HHS 
now? 

Ms. Shalala. I think that is on a 128,000 base. 

Mr. SouDER. And the Social Security, will it be reduced, or are 
the 5,000 just being transferred? 

Ms. Shalala. We are trying to do everything with vacancies, so 
Social Security will be going down by that number. 

Mr. SouDER. And in the 128,000 figure, how many of those were 
Social Security? 

Ms. Shalala. About half. 

Mr. Broadnax. Yes, about half. 

Mr. SouDER. So it is 66, and you are reducing approximately pro- 
portionately. 

You have had a statement about the breast cancer rates — ^the 
screen rates are going up. Do you have any idea what percentage 
of that is because of the Government programs directly as opposed 
to private sector awareness? 

Ms. Shalala. I assume all the time that it is a combination of 
public and private. In fact, as part of our Breast Cancer Action 
Plan we brought together private sector people, the advocacy 
groups, and the nonprofits. We don’t think that we can get preven- 
tion done in this country without a public-private-nonprofit effort. 
So I would never identify something with just a Government in- 
vestment. We may be the catalyst, we may on occasion be the lead- 
er and bring focus, but it is always going to be a public-private ef- 
fort. 

Mr. SouDER. One of the debates that we are internally having 
and has been discussed for years: Do you see any reason why, in 
the holistic approach to families and children problems, the WIC 
and food stamp programs aren’t under HHS? 
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Ms. Shalala. I just am not authorized to talk about transferring 
programs from one Government agency to another. 

Let me sav that at the State level and local level, we are involved 
in getting those programs to work together with the AFDC pro- 
CTam and with the Medicaid program. In Oregon, for example, we 
have a major effort with the county, the city, and the State to in- 
crease flexibility to get those programs to work more carefully to- 
gether, and that is our goal in every community. 

Mr. SouDER. There is a lot of concern, and I think it is also Head 
Start being in HHS, and one of the things a lot of us will be push- 
ing for is more logical realignments and more holistic approaches. 
That is partly why we are burning up a lot of dollars by spending 
time coordinating and trying to driver. For anybody who has ever 
been out in any urban or rural area, it is so hard for them to figure 
out where to go for money. It is almost a full-time job to figure out 
how to get your supplemental income. 

Ms. Shalala. You know, I should say that neatness majr not nec- 
essarily achieve that, particularly if it means that you bring down 
the amount of money that is available. There is not that much 
overhead at the Federal level in these programs. 

For example, to make Head Start a seamless proCTam, there is 
a zero to three initiative which Congress approved last year that 
allows the States to fit their early childhood and prenatal care pro- 
grams right into the Head Start Program. We have worked with 
the Department of Education to fit the Head Start Program into 
the school system program so you go right from Head Start into 
kindergarten, into the first grade. For instance, we will have no 
new Head Start buildings that aren’t located close to schools. 

The Head Start Program is an example of a program that started 
with a fundamentally different philosophy than the schools pro- 
gram did, which is one of the reasons that it was put in the De- 
partment. That philosophy is to involve parents from the very be- 
ginning and to fit them together with other Government programs. 

While I don’t like fragmentation and think small categorical pro- 
grams ought to be merged, which we have done a great deal of, I 
personally don’t think that the problem is as much the fragmenta- 
tion of programs as other factors. We can do some things with flexi- 
bility to make sure proCTams fit closer together. We must make 
quality investments, and make sure that communities can fit the 
programs together seamlessly. I would be careful about too much 
centralization because many times the dynamic nature of the pro- 
grams are the result of their separate identity. 

Mr. SouDER. Thank you. 

Can I m^e one brief comment, and that is that I understand 
vour point in Head Start, but you made a terribly insightful dec- 
laration against education when you said Head Start involves par- 
ents and it is unlike a school system in education. 

Ms. Shalala. But Head Start was actually first developed be- 
cause of great anger by low-income parents about school systems 
that did not deeply involve parents. 

The emergenty education system has changed dramatically, in 
particular, the investments in early childhood in the early years, 
in our understanding that all the successful programs we know 
have involved parents, and it was Head Start that helped, I would 
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argue, some of that revolution in early childhood education, and 
our understanding of the role of parents as opposed to keeping 
them out of— out of both tiie schools as well as early pro|;rams. 

Mr. Shays. One of the fortunate things in this committee is, be- 
cause we have combined two of die subcommittees, we are able to 
look at Education, Labor, HHS, HUD, as well at the bigger picture 
that goes beyond the Department. 

Ms. Shalala. Congressman, I would urge you to have Mary Jo 
Bane, the Assistant Secretary for children and families, who has 
Head Start under her, and is also an expert in education, come and 
talk to the committee if you are particularly interested in how pro- 
grams fit together. 

Mr. Shays. We will be delighted to do that. 

I thank the gentleman for his questions. 

Mr. Fattah. 

Mr. Fattah. Thank you, Mr. Chairman. 

Let me both welcome the Secreta^ and her Deputy, whom I 
spent some time with at the Kennedy School at Harvard. 

Ms. Shalala. Is it true he was your professor? 

Mr. Fattah. This is true. 

Mr. Shays. And what kind of grades did he give? [Laughter.] 

Mr. Broadnax. He was an A student, Congressman. 

Mr. Shays. Do you wish you had given him A’s now? 

Mr. Broadnax. I was smart enough to do it then. 

Mr. Fattah. It is good to see both of you. 

I’ll take my few minutes and try to ask a pouple of questions all 
wrapped up in one. One is if you could give some quick comment 
on some of the proposed cuts and their impacts, for instance, on the 
Ryan White AIDS Program and also on the domestic abuse hotline, 
if you didn’t cover that in your opening statement, but moreover 
and more locally related, the Healthy Start Initiative and in my 
district has had a tremendous impact, and I was wondering wheth- 
er you could make some comment about that program and where 
the Department is nationally with that effort. 

Ms. Shalala. Let me say a couple of things. I did talk a little 
about the hotline program, my disappointment that it is included 
in the rescissions when it had bipartisan support. In fact, every- 
body marched up and said the one thing they liked in prevention 
was what we had done about domestic violence. 

Mr. Shays. I wonder if the gentlelady would just suspend for a 
second because of your statement. I checked that out with Rep- 
resentative Porter, and I think you will be happy to know that they 
are going to insert that back in. They took it out of the crime bill 
not intending to take that portion out. In other words, there may 
be a lot of areas where you have criticism, but that is going to be 
put back in the budget, and I thought you would be happy to know 
that. 

Ms. Shalala. I’m ecstatic. 

Mr. Green. Can we add some other things to that? 

Ms. Shalala. On the Ryan White Program, my concern there is 
that AIDS is now the leading killer of people between 25 and 44 
and we need every dollar we can get for that investment. The Ryan 
White money is community-based money that goes out to the com- 
munities; they decide how to use it. It is focused specifically on 
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areas that have very high percentages of HIV-AIDS. It is a very 
important part of this Government’s commitment, and the Presi- 
dent has made an enormous commitment on AIDS in particular. 

On Healthy Start, I know the Philadelphia program has been 

? based out. It was originally set up as a national demonstration. 

I^e had hoped to follow it up and have been searching for a way 
to be able to continue some of the Healthy Start programs, but I 
am afraid that it just got cut and caught in the downsizing and the 
budget cuts. I think it is one example of a program that works and 
that we are just having a struggle in trying to maintain. 

Mr. Fattah. Thank you. 

I yield back the remainder of my time, Mr. Chairman. 

Mr. Shays. Thank you. I thank the gentleman. 

Mr. Chrysler. 

Mr. Chrysler. Thank you, Mr. Chairman. 

Madam Secretary, what are your views on the block grants that 
are going on right now with the concept of block granting a lot of 
the welfare stun back to the States? 

Ms. Shalala. I do not intrinsically have a problem with block 
grants as long as we have built into them, in the case of some of 
our public health block CTants where the issue is welfare reform. 
However, my reading of the Ways and Means Committee bill is 
that it is not welfare reform, but that in fact it removes welfare 
from being an entitlement. This is an entitlement for working fami- 
lies, because they are the ones who get laid off in Michigan for 
short periods of time. 

We nave removed in that bill the economic stabilizing effect, a 
very important role for the Federal Government. The Ways and 
Means Committee takes less money and sends it back to the States 
with very few rules. Particularly, it misses the point about welfare 
reform that I believe both parties have been talking about, which 
is moving people from welfare to work. The work requirements in 
the subcommittee bill were less stringent than the current work re- 
quirements. Even as raised, they are weaker than Ronald Reagan’s 
successful 1988 welfare reform bill. 

Second, it is unrealistic in that it cuts out large amounts of child 
care moneys for folks when they move from wmfare to work. It is 
unrealistic to expect a young single mother with a child to move 
into the work force without any child care, without health care. We 
must not simply create incentives to push people out, but we also 
have to be realistic about families’ needs. It also reduced, from 
what the President wanted, the availability of child care for work- 
ing folks. 

It seems to me that low-income working people in this country 
ought to be able to not worry about their children and the incen- 
tives and the availability of programs ought to be for those that 
pl^ by the rules, and I just don’t see it in that bill. 

Finally, we must hold both parents responsible. We apparently 
will have child care support enforcement, but making sure that 
both parents are responsible for taking care of that child must be 
a very important part. 

I am concerned about how teenagers are treated in the bill. If 
you are 19 and you have a child you are treated differently than 
if you are 15 and you have a child. I don’t like the idea of not mak- 
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ing cash assistance available to the parents of teenagers. We sug- 
gested that the check go to the parents of that teenager. The Ways 
and Means bill gave that check to the bureaucracy to provide serv- 
ices. Our preference is to strengthen the family. 

Strengthening the family, hmding both parents responsible, hav- 
ing very tough work requirements, but making sure support pay- 
ments are there — ^you can do all of that within the context of more 
flexibility for the States. The States can work out the education 
and training programs, but you have to give them the resources to 
do it and some performance expectation, and I would argue the 
central expectations ought to be on work and responsibility. 

Mr. Chrysler. Why can’t they do that for themselves? And also 
you mentioned when a person is temporarily unemployed. Usually 
when a person is temporarily unemployed, they have unemploy- 
ment insurance to take them through that period. 

Ms. Shalala. Many low-income people don’t because of the na- 
ture of their jobs. Let’s use your State for example. If there is an 
economic downturn and a low-income marginal worker gets laid off, 
what they do now, and because the State is going into recession, 
one way of pulling the State out of a recession is some investment 
by the Federal (Government in some automatic programs such as 
food stamps, AFDC — and often the child care programs kick in, so 
that that family can use the welfare system and the social pro- 
grams the way we want them to work; that is temporarily, to get 
them back on their feet to be able to feed their families. In fact, 
I would argue that moving to block grants from the current ar- 
rangements remove the safety net for working families. It doesn’t 
necessarily remove the safety net for the poorest of the poor, de- 
pending on how much money you give, but it removes it for work- 
ing families who need these programs temporarily, that need to be 
able to bounce into a program temporarily to make the transition, 
and that is my only point. 

For the State it becomes even more problematic. If the State has 
an economic downturn, the recession goes deeper and broader if it 
doesn’t have some money coming in for its workers. It is harder for 
businesses to tax under that situation, I would argue. It is harder 
for the State to pull itself out of a recession if you don’t have some 
resources coming in for laid-off workers, and I would simply urge 
all of you to think about the economic consequences of moving 
away from a strong Federal role. 

In Gary, IN, those programs were very important. That commu- 
nity went through a very useful economic transition, but it would 
have never been able to pull itself out unless there were programs 
that came in, and, again, temporarily; workers use these programs 
temporarily when they are laid off. 

I believe the people that play by the rules in this countiw, that 
get up in the momi^ and go to work, that, throv^h no mult of 
^eir own, get laid off ought to be able to feed their families and 
their States ought not to have more difficulty getting out of those 
recessions. In the most difficult times for the States to help those 
people, we the Federal Government, ought to provide assistance 
that is automatic. 

Mr. Shays. I thank the gentleman. 

Gene Green from Texas. 
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Mr. Green. Thank you, Mr. Chairman, and I want thank the 
Secretary. Two weeks ago she was in Houston and spoke at our 
DeBakey lecture series at the Texas Medical Center, and a great 
attendance by both the business community and our medical com- 
munity. 

In fact, we had three Members of Congress there to enjoy your 
remarks. 

I have some questions, but I know the frustration in the States 
because we created a pre-K program in Texas in 1984 in response 
to the lack of expansion or even the cutbacks in Head Start in the 
early eighties, and I know what happened. At the same time, we 
also required parental involvement, and we do have — in fact, I was 
at the school Monday morning in Houston. It had a 3-year-old pro- 
gpram at that elementary school, and so some of the States are tak- 
ing on that program because, again, I have a district and we could 
use a number of more Head Start centers, but the State has tcJcen 
up that, so we are using that experience from Head Start and the 
success from Head Start in some of our State programs. 

One question, and hopefully we can — I know the effort on the 
medical side on moving or encouraging seniors particularly to be- 
come managed care under Medicare, and if you could just briefly 
tell us where we are at on Medicaid for managed care and moving 
more toward that effort as an alternative. 

Ms. Shalala. Medicaid has had a 63 percent increase over the 
last year in moving to managed care, almost three — I think it is 
3 million people; in my testimony, have moved into managed care 
from Medicaid. The Governors are moving very rapidly. We are try- 
ing to make certain that they are looking at quality, that they are 
phasing it in as part of our waiver process. I have a number of 
waivers on my desk from a number of States who want to move 
into managed care, and we will over time surely be approving more 
of these waivers. 

Our concerns are about the capacity of the industry itself, and 
the ability of the States to do oversight. We don’t want to repeat 
the terrible waste and fraud that we had in the 1980’s, so we want 
to be very careful as we move into this. We are obviously not stop- 
ping the flow and we certainly don’t want to stop the Governors 
from looking for good alternatives, but the alternatives have to be 
not only for fiscal discipline but also for quality. We want to main- 
tain quality. 

Mr. Green. OK. 

In my other Committee on Education and Economic Opportuni- 
ties we have passed part of the welfare reform bill, and I know you 
addressed it in the block grants from my collea^e, Mr. Chrysler, 
and talked about your concern about the block grants and the 
school lunch program, and what I would like to ask is, doesn’t the 
Federal care result in a possibility, for example, of an unfunded 
mandate if we require the States and we limit their administrative 
costs to less than it is now? 

For example, whether it be the WIC program or the nutrition 
program, that is, it is costing 8.5 percent on the average and we 
are limiting them to 5. Do you see any flexibility in that? Because, 
again, it goes back to the individual legislators now to say, OK, 
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maybe we can cut some administrative costs, maybe we can’t, out 
of mat. 

Ms. Shalala. As I indicated earlier, I don’t see this movement 
toward block grants with no performance measures really as re- 
form at all. It mav be seen as the ultimate flexibility, but you don’t 
have a lot of flexibility when you are not given the money that you 
need. In fact, what you are doing is mandating the States to pick 
up the difference, which will be very difficult for most of tbe States 
because their whole systems are built aroimd an assumption that 
there is going to be a reasonable amount of increase in these pro- 

f rams. So I couldn’t agree with you more about the difficulties 
eing created. 

But again, back to my earlier point, to simply throw money out 
there without some expectation is a fundamental debate, as you 
well know. Congressman Green. It is a debate about whether the 
Government has a responsibility to make certain that a child born 
in one part of the coimtry doesn’t starve because they happened to 
be born in a part of the covmtry where there may be a different phi- 
losophy. I assume that we bring some basic values to the oper- 
ations of the national government, and one of the fundamental 
ones ought to be basic opportunity, and that includes having 
enough to eat and having shoes for American kids. 

Mr. Green. OK. Thank you very much. 

It looks like I just ran out of time. 

Mr. Shays. You will have another chance if you would like, if you 
want to wait. 

Mr. Green. OK. 

Mr. Shays. I thank the gentleman. 

The gentleman from New Jersey, Mr. Martini. 

Mr. Martini. Thank you, Mr. Chairman, and good morning, 
Madam Secretary, and I apologize for not having been here during 
most of your testimony. We were in a markup. 

I apologize to you, Mr. Cheiirman. I was in a markup in another 
committee and had to be there, and, at risk of repeating what you 
may have already testified to, I raess one of the concerns that I 
have had for a long time, emd I think reflective of my State being 
a State with a lot of pharmaceutical industries and manufacturers, 
is the inordinate time for approval of new drugs and medical de- 
vices, and I think I heard the tail end of one of your comments 
here, and it is probably too lengthy now for you to get into the 
whole recommendations, but I would hope that there are rec- 
ommendations to speed that up. 

But one of the concerns is, in talking about increasing of applica- 
tion fees, I have had feedback already that they may just be a fur- 
ther delay or just add an additional cost to the process of speeding 
it up, and maybe you can comment on that. 

Ms. Shalala. I have a chart here that shows you, from 1992 to 
1994 what we have been able to do and how much further we ex- 
pect to come down on drug review times. 

We have worked with the industry. They work with us on the 
user fees, as you know, and we have been able to demonstrate that 
putting in those additional resources and streamlining the process 
has actually brought down the review times. We intend to bring 
them down even further in fact. We have cleaned up a lot of the 
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backlog, and we are going to do the same thing on medical devices, 
where we have asked for user fees. 

I think the industry will be very pleased with some of the other 
changes that we are going to make in the FDA, as a part of 
Reinventing Government II, which will report in June. 

Mr. Martini. Just one or two other questions in this area. Very 
shortly, I guess in the next week or two. Congress will be taking 
up a tort reform bill, and part of that bill I believe will have a pro- 
vision that if a drug maniifacturer has gotten FDA approval before 
leasing the drug and then some years later there is a lawsuit alleg- 
ing products liability — a cause of action in products liability against 
the drug, the manufacturer will be able to utilize the fact that they 
got FDA approval as a defense of that suit, subject, of course, to 
the extent, I understand, if there were some new information pro- 
vided to the manufacturer from the time of the initial release of the 
drug to the time of the filing of the suit which the manufacturer 
withheld, then the defense would not be available to the manufac- 
turer. 

Do you have any thoughts on that? 

Ms. Shalala. I think I would have to look at the specific legisla- 
tion, the tort reform legislation, before I expressed a view and 
check and see what our position is. I am not sure that we have re- 
viewed the legislation in the Department, but I would be happy, if 
we do have a position, to provide it in writing to you. 

Mr. Martini. Thank you. 

And just two other items of interest in this FDA area and par- 
ticularly with respect to the President’s proposed budget. One is 
the o^han drug tax credit and research and development tax cred- 
it which expires in June, and I guess we are concerned as to what 
the administration’s position is with respect to either or both of 
those. 

Ms. Shalala. I’m not sure I have that. Why don’t I provide it for 
the record. 

Mr. Martini. If you would. 'Thank you. 

Just in closing if I have another minute or two, just picking up 
from the last conversation you were having about welfare reform 
block grants, et cetera, we have had some statistics made available 
to all of us, I’m sure as well as other Members of Confess, of new 
initiatives that have been made in States like Wisconsin, Michigan, 
Massachusetts, et cetera, and I’m sure before those initiatives were 
undertaken there were a number of people out there expressing 
similar concerns that we all have about what are we doing, and are 
these things going to be helpful or not, and yet some of the statis- 
tics, as far as we are hearing, would indicate that these are im- 
provements in the system, that it is becoming a more effective sys- 
tem and it is also ending a pattern of dependency. 

How, in the face of those types of situations where we see States 
having the willin^ess and the courage to go forth and try some 
new things, should we not consider those things which in many re- 
spects what we are considering now, I think, mirror some of the 
things they have implemented? 

Ms. Shalala. Congressman, we have been — first of all, we have 
approved those waivers, and that is that the States laid out for us, 
in fact, working with us in most cases, what it was they were try- 
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ing to achieve, what the goals were, how they were going to use 
their resources, what the protections they were building in place, 
et cetera. Those States have been able to go to test those ideas in 
a joint partnership with the Federal Government. 

The President has long believed in welfare reform and was one 
of the leaders in 1988 in the bipartisan effort to reform the coun- 
try’s welfare laws. In addition to that, he strongly believes that the 
States ought to have more flexibility. His own bill reflected what 
we had learned from the States. 

All we are saying is, we do not believe in simply throwing that 
money out there. Not only is there not enough money so it doesn’t 
have any child care, doesn’t have any education and training, 
doesn’t have any expectations in terms of work requirements for 
the States, doesn’t necessarily have the level of parental respon- 
sibility that we think ought to be in place, but there ought to be 
some principles built into the welfare reform legislation that pro- 
tect the Federal taxpayer, protect children at the same time, and 
make sure it is real welfare reform. 

Simply sending out a check to the States doesn’t necessarily get 
welfare reform in all States. If we want welfare reform in this 
country there ought to be some expectations and some genuine re- 
source investments, though in our case our proposal was budget 
neutral. 

Mr. Martini. Thank you very much. 

Thank you, Mr. Chairman. 

Mr. Shays. I thank the gentleman. 

Representative Barrett from Wisconsin. 

Mr. Barrett. Thank you. Chairman Shays. 

First of all, I like your seating structure here, the informality of 
it. I think it is helpful. And, Secretary, it is nice to see you. I 
watched the men’s Badger Basketball Team last night, so I’m not 
in a very good mood this morning. They didn’t play that well 
against Minnesota, but that’s the way it goes. 

Ms. Shalala. I’m sure we are going to get a response about the 
University of Connecticut’s 

Mr. Barrett. Yes, Connecticut can talk this year; that’s for sure. 

I think, to go back, if we could, to the food stamp program, and 
maybe even before we touch on the food stamp proCTam I want to 
spend a little time on the school lunch program and your analysis 
of what is going on there and what type of impact that will have. 
'There has been a lot of back and forth discussion about whether 
there is going to be cuts things like that. Just your views on that. 

Ms. Shalala. Well, as you Know, Congressman, I don’t have re- 
sponsibility for food stamps, it is in USDA. When it looked like we 
were going to block grant food stamps, however, our concerns were 
that it was the most basic protection that we had for American 
children and families. But it looks now that it will be continued to 
be an entitlement. 

My concern about the school lunch programs and the other kinds 
of categorical or entitlement programs that are to be put into block 
grants is that one of the things we have been able to do in this 
coimtiy is establish nutrition standards. We have been raising 
those nutrition standards to make certain that the food that the 
taxpayers were paying for was good, nutritious food. 
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If we cut back on things like school lunch where there may not 
be enough money to cover evepr child, I think that it affects the 
children whose parents are not in the food stamp program. 

Carol Browner, my colleague from EPA, was telling me that a 
hiedi percentage of the kids in her child’s school get subsidized 
school lunches, but many of the children don’t. What happens to 
her child in the classroom with a child that hasn’t been able to 
have breakfast or lunch? 

So I think that we have to be careful about these fundamental 
proCTams. Again, not much different than what I would call the 
work requirements, that if people send in their taxes to the Federal 
Government, they expect you and me to set some standards for 
how that money is spent. You would suggest that it is possible to 
mve the States more flexibility to fit the programs together, but at 
the same time we ought to have some high standards and we must 
make sure that the resources are there so that no child gets up in 
the morning, goes to school, and is hungry for that day. 

Mr. Barrett. We do hear a lot from the States a^ut too much 
control in Washin^n and that they can make the decisions better 
than we can, and I think that the intensity of those concerns varies 
from program to program. 

WiA respect to the school lunch program, what has been your 
experience? Have you heard a lot of complaints from the States 
that the Federal Government has been overoearing in this? 

Ms. Shalala. There’s a culture saying that we have been over- 
bearing. I often get calls from Governors saying, “Why did you do 
this? Why did you do that?” It turns out. that we haven’t done it 
at all, that it is written into their State law or into their State leg- 
islation. 

I would hope that the States are going through the same kind 
of review we are. I will not justify crazy rules. I mean there just 
is no reason for that. I think we should be more flexible with the 
States. The President feels very strongly. He was running a State 
government before obviously. I have spent most of my career work- 
ing with States, so you won’t find a greater advocate than me to 
give them more flexibility. But at the same time the reason we got 
into these proCTams was not because the Federal Government 
wanted to meddle. They were conservatives like Robert Taft of 
Ohio that believed very strongly that there were some fundamen- 
tals to what it means to be an American, that we ought to even 
out some of the differences between poor States and rich States, 
and that one of those things ought to be about what our children 
have available to them, whether they grow up hungry. 

We have found that delivering the meals in schools are among 
the best ways to provide some support, that combined with some 
food stamps. So there is a national role here. There ought to be 
more flexibility for the Governors and the States, but I think we 
could find that balance. 

Mr. Barrett. Of the complaints that you have heard with the 
school lunch program, what are the most glaring complaints you 
have heard from the States? 

Ms. Shalala. I have never heard a complaint about the school 
lunch proCTam. I have heard some complaints about li\e AFDC pro- 
grams and Medicare programs. 
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Mr. Shays. Talk to the students. [Laughter.] 

Ms. Shalala. Well, actually I went out to eat with some stu- 
dents. I went with Ellen Haas, the Assistant Secretary of Agri- 
culture who is in charge of the programs when we raised the nutri- 
tion standards. I was asking the kids about the food because they 
had been eating under these new nutrition standards, and they 
said the food was great. They also said, “But we don’t get treated 
like this very often.” I said, “You mean they changed the food when 
we showed up?” and they said no, that this was the first time that 
they had tablecloths. [Laughter.] 

Mr. Barrett. 'Thank you. 

Mr. Shays. We can go around to the four gentlemen for another 
5 minutes. We have had our 10, and I would give the floor to Mr. 
Souder. 

Mr. Souder. I wanted to come back to the managed care ques- 
tion. You said that there were differences in age or appeared to be, 
that younger people were tapping into that more than people who 
weren’t as familiar with managed care, and you used an example 
of Maine and Florida where there was a tradition. What other type 
of demographic difference do you see? Do you see any by male or 
female, race, ethnicity, income, rural, urban? 

Ms. Shalala. Certainly there isn’t a lot of managed care in rural 
America. In Wisconsin there is. There just happens to be two big 
rural care HMO’s which are 100 years old in both cases. However, 
my sister lives in North Dakota on a wheat farm and I think there 
are one or two HMO’s in all of North Dakota. 

So as we develop these programs we have to be awfully careful 
that we are not moving people into something that is not available 
and is not going to be available. Fee-for-service is probably going 
to continue to be the primary vehicle in rural America. 

I don’t know of any gender splits. In many cases the States are 
basically putting all of their Medicaid recipients, like Tennessee, 
into managed care. In the case of Medicare, it really is whether the 
area has had a high penetration of HMO’s for the whole popu- 
lation. So a Portland that has lots of HMO participation will at- 
tract more of its elderly into HMO’s because they know people have 
been in HMO’s. Where as in Florida which has had a long tradition 
in Medicare of fee for service, the elderly are particularly concerned 
about keeping their doctors, with whom they have developed a rela- 
tionship. The older you are, the more fearful about your health. So 
it is that that seems to make the difference. 

What I have suggested is that, as we have more and more gen- 
erations of people — the penetration for HMO’s in this country is 
about 30 percent — ^have had experience with HMO’s, they probably 
will want to stay with their HMO’s as they reach 65. We will have 
to learn how to do that transition for them, and that is the only 
point I’m making. 

I am also making the point that we have moved aggressively to 
increase the number of approved HMO’s for senior citizens. We 
now have 75 percent of all the senior citizens in this country are 
in areas where they have HMO’s available to them so if they want- 
ed to choose an HMO they could. 

Mr. Souder. Are you seeing any income or education differences? 
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Ms. Shalala. Eighty percent of those on Medicare have incomes 
under $25,000 a year, so you are talking about a population that 
doesn’t have a lot of income. Apparently it depends on the penetra- 
tion, not whether they offer a lot of different kinds of things. 

In Boston, for example, the HMO’s are offering the elderly health 
clubs as part of their package. Remember this rapid movement has 
been since the beginning of this administration, so the HMO’s are 
learning, as we are, what kind of marketing will attract people to 
HMO’s. 

The Governors have made a decision to try HMO’s for part of 
their Medicaid population, and in other cases for their entire Med- 
icaid population, as the State of Tennessee did, and we have ap- 
proved those waivers. 

Mr. SouDER. I wanted to also talk about the block grant ques- 
tion, at the risk of sounding like a self-righteous freshman. 

One of the things that I find really ironic when we get into the 
donor State question is also related to your earlier comment about 
the unemployment percent, that the donor States are often the 
ones which have the highest rate of urban poverty and high risk 
areas. A lot of the States that are gaining in these formulas are 
rural and have the lowest unemployment rates in the coimtry. That 
seems a little ironic given when we look at the south, which is 
where many of the add-ons occur, like it was 30 years ago rather 
than the south of today. I’m not sure that the argument of donor 
States is a valid argument in today’s environment. 

Ms. Shalala. I’m not sure I made the donor State ar^ment. 
The programs work in a way so that a State like Texas that has 
relatively high, though under Ann Richards higher, cash payments 
under AFDC got more food stamps. Really, these programs work on 
where poverty is located for the most part, though they work in 
tandem where the cash income is taken into account. So the south, 
you will see a higher use of food stamps than you will cash assist- 
ance. 

Mr. SouDER. When I was Republican staff director at the Chil- 
dren Family Committee on the Republican side when Mr. Miller 
was there imd Ann Rosewater from your Department and Alan 
Stone, we had a big battle over this very question. The poverty 
level often shows nural communities are in poverty when in fact 
they have all kinds of supplemental incomes and their cost of living 
is substantially different. What a committee study showed is 
Wayne Coimty in Detroit, New York City, Philadelphia, Cook 
County, and Los Angeles County were in better shape than a lot 
of rural areas, including several Amish areas in Indiana, based on 
the coverage, and there is some kind of formula problem. 

What I would argue is that the States understand those dif- 
ferences. There are some prejudices against the urban areas which 
we also have to watch. I am not wholly against the Federal Gov- 
ernment putting some standards on the block grants, and I am con- 
cerned about the money coming in here and transferring to us obli- 

f ations without control. But at the same time I don’t think all wis- 
om lies here. I think the Governors, the legislators, the cities, and 
the mayors know in their States a lot of these differences that, in 
the past, we kind of glossed over. And when you actually look at 
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a lot of these programs at the grassroots level we have made some 
bad errors. 

Ms. Shalala. I hope I haven’t sent you a message that I think 
we have all the answers. The writing of formulas, if you move from 
an entitlement to a block grant will be actually quite dicey, as you 
will find out. Depending on what kind of poverty measures you 
take into account, and the formulas that are currently being writ- 
ten do not necessarily favor rural States or southern States, as op- 
posed to when people need it. 

You see these programs, as we do, as transitional programs, as 
temporary proCTams, and what you want to do is to m^e sure they 
are in place, they have firm rules, so that if someone gets laid off 
they can feed their family, and that they have firm rules about how 
long people can stay on the programs and what kind of help they 
get when they move in transition off the programs, and those were 
the points I was making about this. 

Mr. Shays. Thank you, Mr. Souder. 

Representative Green, you have 5 minutes if you like. 

Mr. Green. Thank you, Mr. Chairman. I hope to yield back some 
of the time. 

To the Secretary, one question I wanted to ask earlier was on the 
welfare reform, and I know — and in my other committee we actu- 
ally put in a definition of work as the bill came out of committee, 
but the current proposal — and you may because you see it on a 
daily basis, and I know Ways and Means is still doing their work 
on it — what would be the requirements under the current proposal 
that is coming through the House as compared to the administra- 
tion’s proposal on the work issue, the work requirement? 

Ms. Shalala. There is actually a substantial difference. The last 
draft I saw has a 4 percent requirement. The current requirement 
in current law is 1 percent. I mean that is a big difference. We had 
about 50 percent of the eligible population moving by the end — over 
the next 5 years moving into work requirements. 

The important thing is that the States, no matter what number 
you pick, ought to be doing more than what we are currently doing. 
We want to move people off welfare, particularly if we are putting 
enough resources in. But what we want is to get everyone who is 
able Dodied off of the welfare rolls into a 2-year time limit, as 
quickly as we possibly can. A 2-percent requirement, which was the 
original bill, a 4-percent requirement, which was the last draft that 
I saw, are simply not welfare reform. I mean it’s just not welfare 
reform. 

Mr. Green. In following up on that, but also the purview of the 
committee more is the coordination, and I know the welfare reform 
bill and the job training programs that HHS participates in along 
with the Department of Labor, and what job training proCTams do 
you expect we would see? Because we are going to have Secretary 
Reich, I believe, in early March — ^next week — on consolidating with 
the Department of Labor so we don’t have that duplication in pro- 
viding particularly under umbrella welfare reform. 

Ms. Shalala. Under the President’s bill, we intended to use the 
Department of Labor programs and leave it to the Governor to des- 
ignate what the jobs agency was in the State, who would have the 
lead on job placement and job development. 
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We did retain in the President's welfare reform bill the cultural 
change in the welfare office so that from the moment someone 
walked in they were getting ready for work. The individual’s edu- 
cation and training component of the plan was retained by the so- 
cial service office in the State and so that there was some manage- 
ment of that process, but the design of it was left to the States. 

The important thing is to make an up front investment, to make 
sure child care is there, to make sure that there is some health 
care there as part of the transition, but to time limit it so it is real 
welfare reform and so that you can measure some goals for the 
State of what you intend for the outcomes to be. 

Mr. Green. In my final minute, Mr. Chairman — and I am not on 
the committee that deals with tort reform, but I think it is inge- 
nious, the idea of saying if you have FDA approval then you are 
not responsible unless there is new information that comes up, and, 
again, having served 20 years in the lemslature, I guess we could 
apply that to driver’s licensing, that if the State licenses you, then 
you must be 01^, and that is why our roads are so safe. 

Thank you, Mr. Chairman. 

Ms. Shalala. I think I’ll let that one go. 

Mr. Towns. I think his team lost too. [Laughter.] 

Mr. Shays. Mr. Towns. 

Mr. Towns. Thank you very much, Mr. Chairman. 

Let me sort of raise a question in terms of, you had a proposal, 
as I remember, which was somewhat different from the Goodling 
proposal which was, I think, H.R. 999, with regard to shifting Fed- 
eral responsibilities to the States, talking about the lunch pro- 
grams. You know, I just sort of looked at that. At some point won’t 
this become an unfunded mandate, the fact that you are pushing 
it to the States, that if the need is greater than what we are actu- 
ally giving in terms of the grant 

Ms. Shalala. Well, I think that the Governors are beginning to 
realize that the cumulative effect of all these cutbacks are going to 
be tremendous on the State if what they want to do is maintain 
their program investments. It is not just school lunch, it is the wel- 
fare programs, it is the child care proCTams, it is the whole range. 

If Medicaid is block granted, it will have a tremendous effect on 
the health industry in the States and on the quality of life in those 
States, so we are in fact, by cutting back on the programs and 
sending less money to the States, imposing what will eventually be 
huge financial burdens. Certainly the States are going to have to 
go through some radical changes in their own organization as a re- 
sult of it. 

Mr. Towns. Let me ask you another question. I know that there 
are meetings going on now in terms of the second phase of the 
reinvention in terms of the proposal, and I know there are some 
things you might not be able to answer, and I understand that and 
respect that and want you to know before I even start dealing with 
this particular issue. 

There has been a lot of discussion about the merging of the Sur- 
geon General’s Office with the Assistant Secretaiy of Health. Is 
this more than just a heavy rumor, or is it something that is mov- 
ing toward fact? Could you comment on it? 



54 


Ms. Shalala. I can’t reveal what our discussions are, but the 
President is sending up or has sent up a candidate for Surgeon 
General, and we made the decision in this administration to keep 
the position separate. 

The assistant secretary of health has his hands full with a hun- 
dred proCTams or so that are being consolidated, and the Surgeon 
General has been the prevention public health spokesperson for the 
Department, and at this time we think keeping those jobs separate 
is appropriate. But there is no rumor of anything we are doing on 
our side. 

Mr. Towns. OK You know how you sort of— I guess coming from 
New York, you even get more rumors than you get from other 
places, but I just wanted to let you know I heard that. 

Ms. Shalala. No. There were, in fact, some recommendations 
from some Republican Members of Congress that the jobs be com- 
bined. They were combined in the Carter administration. 

Mr. Towns. Right. 

Mr. Chairman, before I yield back let me ask unanimous consent 
to include Mrs. Collins’ statement in the record. The ranking mem- 
ber of the full committee, who could not be here, asked me to con- 
vey that to the Secretary, and she would like to put a statement 
in the record. 

Mr. Shays. Without objection, that will be done, and the ranking 
member of the committee as well as the full chairman are always 
welcome in these hearings to participate. 

[The prepared statement of Hon. Cardiss Collins follows:] 

Prepaked Statement of Hon. Cardiss Collins, a Representative in Congress 
From the State of Illinois 

Mr. Chairman, I am pleased to join you and the ranking Member oL this Sub- 
committee in welcoming the Secretary of the Department of Health and Human 
Services. Given the enormous size of this agency, and the magnitude of its reach, 
its mission, and its budget authority, the reinvention of government as it pertmns 
to HHS will touch the lives of every American. Clearly, the Comimttee’s oversight 
of this initiative, as well as any other HHS reform initiatives is critical to the social, 
economic and fiscal well-being of this country. 

I thai^ you. Chairman Shays, for scheduling this hearing which I hope will be 
the beginning of a careful, compassionate, and oalanced review of HHS operations 
and meaninmul discussion of its future. However, I too, am alarmed by the Repub- 
lican leadership’s headlong rush to carry out the “Contract with America” with so 
little regard for our poorest and most vulnerable citizens, let alone any regard for 
the normal legislative process; holding hearings to gather information; developing, 
considering and passing legislation in Committee, then final deliberation on the 
Floor. 

I have to tell you that I too have noted that the pace with which we are examin- 
ing the operations of Federal agencies in this Committee is more than matched by 
the vigor with which programs are cut and budgets slashed on the Floor of the 
House. 

As a result the legislative process is now turned on its head, and I question our 
ability to have a meaningful discourse on the possible achievements Secretary 
Shalala might reach under the Administration’s remvention strategy, or even what 
progress she anticipates for fiscal year 1995. For example, why are we considering 
the Secretsjy’s plan to improve the child welfare system, when a legislative proposal 
repealing the Abandoned Infants Assistance Act, the Child Abuse Prevention and 
Treatment Act, the Adoption Opportunities Program, the Crisis Nurseries Act, the 
Missing Children’s Assistance Act, and the Family Support Centers program under 
the Stewart B. McKinney Homeless Assistance Act is already on the Floor. 

When you get right down to it, Mr. Chairman, that ship has sailed and we were 
left standing on the dock. 

We have a role, a responsibility, and an authority in this 104th Congress that I 
refiise to see marginalized. Mr. Chairman, I want to work cooperatively with you 
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to assure that both the tegislative process and our jurisdictional interests within 
that process are preserved. The agencies under review by this Subconunittee are 
ttiose &at impart the most basic aspects of American life: home, hedth, work, edu- 
cation, economic security. We cannot afford to stand aside when our input is so criti- 
cal. 

Mr. Shays. I want to thank you. Madam Secretary. 

Before I ask my remaining 5 minutes of questions, I think you 
have been a very informative witness, and this is a helpful process 
for us to b^n to decide how we allocate our time. This committee 
could spend full time just on HHS, and you know the recommenda- 
tions — 

Ms. Shalala. We hope you don’t [Laughter.] 

Mr. Shays. No, you need not fear. Less likely with your presence 
here, I might add. With FDA and HCFA and all the other incred- 
ible responsibilities you have, and welfare reform, it is just a tre- 
mendous area of responsibility. 

Mr. Broadnax, am I pronouncing your name correctly? 

Mr. Broadnax. That is correct. 

Mr. Shays. I anticipate you will probably come before the com- 
mittee again as the deputy involved in operations and so on, and 
I just wanted to provide you this opportunity just to make an ob- 
servation, not necessarily to have to respond to anv questions, but 
if you would like to just make an observation, ana, again, I want 
to welcome you to the committee. 

Mr. Broadnax. The one observation I would make goes back to 
an earlier part of the question and answers where the Secretary 
was talking about, and someone had asked her about, directions. 
I think that a lot of our energies on the .perational side are quite 
compatible with the conversations that are going on, certainly with- 
in this committee, in terms of, we are spending a lot of energy in 
the Department in terms of focusing and refocusing our programs, 
in terms of tightening programs and working on the issues of fraud 
and abuse, and as I have listened to the conversation this morning 
it has been very educational for me because it reassures me ^at 
the directions that the Secretary has set for us on the operations 
and management side seem to be very compatible with the inter- 
ests and directions I have heard articulated in this committee this 
morning. 

Mr. Shays. Thank you. 

We will have a responsibility to reorganize, and I am one of a 
number of people on our side of the aisle that have said, where a 
Secretary is willing to weigh in on this, that we are going to accom- 
plish more by trying to work with the Secretaries in reorganization 
than just trying to reinvent our own version of what the Depart- 
ment should be, and so I really extend a veiy sincere hand of co- 
operation in this effort. It has got to be in the President’s advan- 
tage to reorganize in a constructive way, and Congress’s, as well 
as the American people. 

One of the things that I have also promised that I would do is 
not put demands on Departments for lots of information that won’t 
be used, and so in that spirit I also would make this request, and 
it is a fairly limited one in that I am not going to make a lot of 
requests, but in your statement, Madam Secretary, you said that 
some jobs now done by the Federal Government should be turned 
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back to the States, and I would love an idea of those kinds of jobs 
that you think could be turned back to the States. 

I also agree, I will say parenthetically, with your concept that 
basic block grants should have some kind of guidelines. It is, in 
fact. Federal dollars, and we do want some effort to have not total 
uniformity, because we want the creativity that States provide, but 
we do want some basic minimum standards. But I do believe that 
in this Congress and with the support of many people we will see 
block granting happen. So I find it encouraging that you want to 
try to nelp us find a way to do that as successfully as possible, so 
you are not just saying you are against block grants. I would make 
this kind of final point. I believe that we started this hearing a lit- 
tle contentiously in terms of not you. Madam Secretary, but just 
some strong feelings about what is happening, what is the Appro- 
priations Committee doing, and so on. 

It is mv intention that this committee do what we are supposed 
to do ana do it fairly and openly and honestly and have a dialog, 
and I hope that that will be the case in other committees, but we 
can’t determine what Appropriations is going to do or what an au- 
thorizing committee is going to do as well. 

But I do have to tell you that what unites the majority is real 
effort to try to get our financial house in order more quickly than 
I think the White House wants to, and we may have honest dis- 
agreements on how we do it. We have a recision bill, for instance, 
and I am not eager to do some of the recisions, and some I won’t, 
but I am also not inclined to want to fund the California plan the 

n it has been suggested. I mean we are talking about billions of 
irs being sent to California, and so we have debates there. 

It might have been helpful to avoid some of the criticism on the 
cuts, and I would be happy to have my colleague respond not just 
to get the last word here, but it would have been helpful to have 
some idea of where we would fund the supplemental, the emer- 
gency supplemental, and it might have steered us away from some 
of the cuts that are being suggested. 

But I mean this is a dialog that is going to take place on the floor 
of the House and it is going to take place in committees. It will be 
very open, and my hope is that we will do the right thing. But I 
acknowledge to you. Madam Secretary, that you are doing basic 
services to people truly in need. 

I question the whole concept of welfare, as it being temporary, 
and I buy into basically as a general philosophy that is going to 
guide me in the next 2 years, the difference between a canng soci- 
ety and a care-taking society. As a moderate Republican, I foimd 
some solace in that I voted for programs, but if I am really being 
open and direct with myself, some of what I have done is perpet- 
uate something I don’t like to see, families, particularly minority 
families, broken up, incentives for there not to be a father £md 
mother, and so on. 

So we are going to be debating some very difficult issues, and 
hopefully we can do it as often as possibly together. 

I am about to adjourn the meeting. I don’t Icnow if the gentleman 
is prepared to have me adjourn. 

Mr. Towns. I just want to make a couple of points. 

Mr. Shays. Sure. 
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Mr. Towns. First of all, I would like to ask that we keep the 
record open for, I don’t know how many days — think we need to 
try to get some information in on phase two. I think we would love 
to put some of that in the record. So 5 days? 

Mr. Shays. If we could, if we could keep the record open for 3 
days, without objection. We will be having hearings on a number 
of the different issues that you are going to be presenting. I am not 
expecting that you provide us this information in the next 3 days 
if that is right, but we will have the record open for 3 days. 

We will be having other hearings to address specific issues, and 
we will be happy to insert any information you want into any 
records and committee hearing that we have. So without objection, 
we will do that for three legislative days, and I thank you both for 
coming, Eind we adjourn — excuse me, before adjourning. 

Yes, sir. 

Mr. Towns. Let me just respond. 

Let me just say this to my friend — and, believe me, we are actu- 
ally friends — who I respect and I think is a great legislator and one 
that is compassionate and easy to work widi. You know, however, 
what I am really saying — and he is referring to my opening state- 
ment — ^is that I just do not want to see Secretaries and their staff 
do a lot of work planning and preparing and sort of coming in with 
what we consider very reason^le kind of proposals that will basi- 
cally get us to where we want to go, and I know you don’t control 
the Appropriations Committee, I know you don’t control the Budget 
Committee, I know that you don’t control all these things, but I 
want you to know that I am ^ing to say this everywhere, I am 
going to say this on the floor, off the floor, between the floors, I am 
going to say this everywhere I go, because I think if they are going 
to do the work I think that we need to give them support in that 
regard, and that is all I’m saying, and we should not ignore what 
they are doing and then come up with our own ideas. I think that 
is a mistake. T^hat’s all. 

Mr. Shays. Thank you. I thank the gentleman. 

We look forward to working with you and your entire Depart- 
ment and thank you sincerely for being here today. 

Ms. Shalala. Thank you. 

Mr. Broadnax. Thank you. 

Mr. Shays. This hearing is adjourned. 

[Whereupon, at 11:50 a.m., the subcommittee was adjourned.] 

[Additional material submitted for the record follows; 

Prepared Statement of Hon. Gene Green, a Representative in Congress 
From the State of Texas 

Tha^ you, Mr. Chairman. Today we continue our examination of the mission and 
operations of another federal ^ency under our jurisdiction; the Department of 
Health and Human Services. While HHS lacks some of the glaring management 
piublems that alRict other federal agencies, it’s large yearly budget and important 
social programs demand our attention. 

Programs that HHS administers will likely be cut or block granted this year. Also 
large cuts in Medicare and Medicaid will also be forthcoming. I would certainly 
enjoy hearing the Secretary’s response to these impending changes. Particularly, I 
would like her to respond to some of the appropriations cuts in child nutrition pro- 
grams and describe, as she interprets it, how much federal oversight will remain 
with those programs. 
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Finally, with respect to reforms within HHS, I would like you to describe some 
of your past successes, and some of the actions taken to reduce abuse of the SSI 


pr^am. 

Thank you, Mr. Chairman. I look forward to hearing the testimony of the distin- 
guished &cretary. 


Prepaked Statement of Hon. Bernaed Sanders, a Representative in Congress 
Prom the State of Vermont 

Mr. Chairman, I am pleased that Secretary Shalala has joined us today to discuss 
the Department’s new plans for the second stage of reinventing government. I have 
just a few points of concern that I would like the Department to consider as it 
moves it plan forward to Congress. 

In October 199^ Public Law 102-5 IS, the Cancer Registries Amendment Act, was 
signed into law. 1110 Cancer Registries Amendment Act created a foundation for a 
nationwide cancer surveillance system. National Program of Cancer Registries 
(NPCR), which would allow this country to monitor national and local disease 
trends, target scarce intervention resources, and evaluate our cancer control efforts. 
Fiscal year 1994 (FY 1994) marked the first year of appropriations for this impor- 
tant program, which is raided by the Center for Disease Control and Prevention 
(CDC). As the author of that legislation with Senator Patrick Leahy, also of Ver- 
mont, we have been moat pleased with the initial progress that has been made in 
inmlementing this critical control infrastructure component. 

We are as committed to this program toda^ as we were in 1992 and encourage 
the Administration to insure the continued viability of this national effort. This is 
especially important as the Congress and the Administration pursue opportunities 
to consolidate grants and provide state decision-makers with increased flexibility 
over the expenditure of federal resources. If the NPCR is folded into a consolidated 
grant program then this country will lose the ability to insure that we have an accu- 
rate national picture of the extent of the cancer problem across the U.S. It will also 
place severe limitations on the sharing of data information within states and be- 
tween states. We strongly support the continuation of this surveillance program, 
and all other surveillance systems, as categorically-funded efforts. 

Madame Secretary, when one in three of us will get cancer at some point in our 
lives and one in four of us will die of this dreaded (liaease, we cannot take a step 
backward on our ability to control and prevent this disease. As you may know, the 
Chief of OrthoTCdic Surgery at Memorial Sloan-Kettering Cancer Center called can- 
cer registries, "The Cancer Weapon America Needs Most." 

We owe it to our family and friends that have suffered from this terrible disease; 
we owe it to the health of our nation and the future health of our pocketbooks to 
prevent and control cancer. The cancer registries are our most potent weapon 
against this disease, and I urge you to fight to preserve this proraam. 

On another note, I want to encourage the Department to light to preserve the 
Low-Income Home Energy Assistance Program (LIHEAP). In my home state, 
LIHEAP provides approximately 24,000 Vermonters with subsidies to heat their 
homes. This money goes to the poorest individuals in our country. Fuel assistance 
recipients have an annual income of less than 150 percent of poverty, and more 
than 70 percent of these households had incomes of less than $8,000. 

Many Americans, including the disabled, the working poor, and low income senior 
citizens in desperate need of funding for LIHEAP and without it these vulnerabje 
Americans will be forced to chose between heating their homes and feeding their 
families. 

As you know, recently a House Appropriations subcommittee passed out a rescis- 
sion package that would slash $4.28 billion from health, labor and education pro- 
grams between now and the end of fiscal year 1997. Including in that package of 
cuts was the absolute elimination of the Low-Income Home Energy Assistance Pro- 
gram (LIHEAP). 

What kind of family values are contained in the Republican “Contract with Amer- 
ica” that wants to provide billions in tax cuts to wealthy Americans, billions in in- 
creased defense spending, and at the same time cuts back on programs for the 
weakest and most vulnerable people in our society. 

Clearly, you are familiar with some of the other darning cuts that the Rerab- 
lican rescission bill has in store for health, education, ana labor programs. The Bal- 
ance Budget amendment will only make these savage cuts go far deeper. And the 
aimouncement by Senator Packwood that $400 BILLION in cuts are in the work 
for Medicare and Medicaid tells us where these cuts are going to come from — the 
most vulnerable members in our society. 
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And while I trust you will join me in fighting these cuts in programs assisting 
children, seniors, veterans and other vulnerable Americans, I know you have the 
task of ‘^inventing” your Department. I would encourage you to insist on clear 
standards in block grants to states — and no reduction in the total funds in these 
programs. Let’s not let the block mnnts be a disguise for massive cuts in funding 
to help needy Americans. We should not only guarantee that the needs of our chil- 
dren, veterans, seniors and woricing families are met and not imored, We should 
rewEud states that do better for their populations and not punish them. We should 
give incentives to states that increase the minimum wage, reduce childhood poverty 
and promote policies that make work pay. 

In close, let me thank you for the tremendous work jrou have done to try to pro- 
vide every American with affordable and comprehensive health care. And while 
times are certain to be diflicult over the next two years, I trust we can continue 
to work together to protect the lives of middle and low-income working Americans 
and fight to protect the programs helping individuals who are often unAle to stand 
up for themselves. 


Prepared Statement op Thomas J. Kennedy, M.D., President, NIH Alumni 

Association 

The Alumni of the NIH mav not be aware that, for the last 24 months, what I 
believe could become a tramoy of major siraificance to science and to the health 
hopes and prospects of the American people has been unfolding, quietly and largely 
uimotioed except in Bethesda. The “oirect operations” of the NIH — intramural re- 
search and the federal management of extramural research — are under severe and, 
unless modulated, perhaps ultimately ruinous retrenchment orders. Here’s the 
story. 


DOWNSIZING GOVERNMENT 

Shortly after his inauguration. President Clinton announced that he intended to 
reform federal government operations and that Vice President Gore had been named 
to lead a 'National Performance Review” effort to “Reinvent Government”. Pursuant 
to this proposal, three Executive Orders (E.O.s 12837-12839), having the force of 
law, were issued on February 10, 1993. 

The first requires each federal agency to identify the level of “administrative 
expenses” in the FY_ 1993 Appropriation; and thereafter, in its next four budjpt 
suomissions, to, seriatim, reduce these expenses, adjusted for inflation, to the 
levels of 3%, 6%, 9%, and 14% below the FY 1993 level. 

The second mandates termination of 1/3 of all existing Federal Advisory Com- 
mittees and sharply constrains the chartering of new Advisory Committees. 

The third orders agencies to eliminate 4% of their full time equivalent (FTE) 
positions (for an aggregate reduction of 100,OOOL with 25% of the target being 
reached by the end of FY 1993 (Sept. 30, 1993), 62.6% by the end of FT 1994, 
and 100% by the end of FT 1996. In making these reductions in workforce, 10% 
of the positions eliminated must be in the highest grades (GS 14 or above in 
the Ciiol Service system and the e^ivalent in other personnel systems). 

Subse^ent dirertives from the 0MB made clear that all NIH “<hrect operations" 
were to be categorized as “administrative expenses” and that the 14% redurtion in 
these expenses must be in addition to the savings accruing from the elimination of 
FTE positions in the workforce. Thus, the jargon of “reinvention” transformed every 
penny spent on scientists working at the laboratory bench or at Ihe bedside of re- 
search patients or on administrators of extramural grants and contracts into “ad- 
ministrative expenses”! 

In Septepriber,1993, the President accepted the recommendations of Vice President 
Gore’s National Performance Review, under which the required reduction in the fed- 
eral workforce was raised from 4% to 12% (or from 100,000 to 262,000 FTE posi- 
tions) and ordered the agencies to each submit an implementing “streamlining plan” 
to the 0MB within less than 90 days. These plans were: to address how the agency 
proposed, within 6 years, to halve the current ratio of managers and supervisors to 
other personnel; to be “characterized by delegation of authority, decentralization, 
emixiwerment of employees to make decisions, and mechanisms to hold managers 
and employees accountable for their performance”; to propose ways to reduce “red 
tape_”-generating and efficiency-hampering overcontrol and micromanagement, and 
to simplify the internal organization and administrative processes of the agency; 
and to seek to realize cost savings, improve the quality of government services, and 
raise morale and productivity. 
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Personnel ceiling established ^ the Presidential Executive Orders and their im- 
plenaenting directives from the 0MB were subsequently enacted into law by the 
Congress in the Federal Workforce Restructuring Act of 1994 (P.L. 103-226) with 
a further increase in the mandated reduction in the number of FTE positions to 
272,000; the savings attendant to these personnel reductions were dedicated, in the 
1994 Violent Crime Control and Law Enforcement Act (P.L. 103-322), to the expan- 
sion of police forces, to the enlargement of the nations prison capacity and to the 
financing of social programs directed at the prevention of crime. 

Additional requirements to reduce the size of the federal workforce and of the 
Senior Executive Service, issuing from either the A dmi nistration or the 104th Con- 
gress, are likely fall-outs from forces set in motion by the elections of Novem- 
ber, 1994. 


DOWNSIZING THE NIH 

Information on the impact that this national policy is having on the NIH is not 
easy to secure and informants are both hard to find and cautious about discussing 
these matters. But here are what I choose to think are some of the “facts”. 

In the proration of the workforce reductions, the NIH took a disproportion- 
ately hea^ “hit”. While the DHHS share of the reduction in FTE jrasitions was 
11%— the overall government average requirement was 12% — the Public Health 
Service (PHS) imposed, for reasons unknown, a 15% downsizing on the NIH. 
Additional cutbacks may be necessitated, unless some resolution acceptable to 
the Administration of a complex and politically sensitive personnel ceiling prob- 
lem in the Indian Health Service can be negotiated. 

The NIH has been working valiantly to comply with the mandates immsed 
upon it. One notably virarous effort has been spearheaded by “The NIH Re- 
source Allocation Group^ (RAG) and its Working Group, that transmitted a 
lengthy set of recommendations to the Director, NIH, on May 23, 1994. But de- 
spite the eneigy and ingenuity manifest in the NIH’s planning to meet White 
House goals, reaching the prescribed personnel ceiling targets (a 15% reduction 
by the end of FY 1999) will still require surgery that I believe can only be called 
draconian. 

That the NIH has so far managed to more than meet its FTE reduction target 
ceilings is largely accounted for by a hiring freeze on FTE appointments, in 
force since December, 1993; the price: serious discrepancies between personnel 
needs and availability, especially with respect to specialized skills. 

Since about the same time, promotion of employees from the level of GS 13 
(or equivalent) to GS 14 has been virtually impossible. The queue of productive 
scientists waiting for hard earned and increasingly overdue promotions is stead- 
ily lengthening; and even when vacancies at the upper levels open, only a trick- 
le of promotions will be possible. Less obvious but probably just as significant, 
in the many instances in which promotion is coupled to the award of tenure, 
delay and uncertainty about the latter matter enhances frustration and de- 
presses morale. 

From the point of view of intramural scientists, the specter of five more years 
of steady, progressive, inexorable, grinding truncation of resources, both person- 
nel and materiel, coupled with very limited opportunities for new FTE hires and 
promotions, only to be followed, after FY 1999, by stabilization — until a new 
stea dy st ate of personnel turnover is reached — at a downsized level that permits 
new FTE recruitment and promotions only to the extent that vacancies are cre- 
ated by retirements or resmnations, clearly does not constitute an incentive to 
remain in federal service. The cumulative result of the process now underway, 
should it not te halted and reversed, will likely be that many of the NIH’s best 
intramural scientists will elect to leave, thereby not only initiating deterioration 
of a world class biomedical research institution, but also leveraging it’s rate. 

The unfolding of this doomsday scenario could not be happening at a more inim- 
portune time for the nation. 'The NTH is at the peak of its jxiwers (vide infra for 
an assessment of it’s stature); it is blessed with a superb stall, visionary leadership, 
^nerally good and improving facilities and with extraordinapr control over the (^um- 
ity of it’s staff, especimly through authority on tenure appointments that is unique 
and unprecedented throughout the whole federal TOvemment. In short, it is poised 
as never before to tackle effectively the plethora of unbelievably promising scientific 
opportunities at hand to advance human health and weU being. 

TTie Presidential initiative to “reinvent” government is intended to make the fed- 
eral government less costly as well as more efficient and responsive. It was designed 
to correct, wherever they existed in the vast bureaucracy, practices that subverted 
efforts to achieve the President’s objective, such as excessive staffing and dispropor- 
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tionately large numbers of employees in higher salaried positions, leading to a top 
heavy and overly pyramidal hierarchial organizational structure that is widely be- 
lieved to cause the suppression of the creativity and the disempowerment of rank 
and file personnel. Whether or not the White House’s diamosis and prescribed ther- 
apy^including the overtones of Deming’s “Total Quality Mana^ment" to which so 
much of Japan’s economic growth and development has been attributed — are gen- 
erally appropriate for the nation’s federal bureaucracy as a whole is not an issue 
on wnicm I have an opinion or on which my opinion should carry any wei^t whatscj- 
ever. But I do t hink that I possess the bona lides to comment credibly on the appli- 
cability of the program to the NIH’s intramural research program. 

The size of the intramural research program on the Bethesda campus has evolved 
as the outcome of a long series of Legislative and Executive Brancui decisions, ex- 
tending over almost a naif a century. True, the size of this program is discre- 
tionary — as also is that of the extramural research program — ana could be reduc^ed 
at any time, by Legislative or Executive Branch action, to any level deenKcl to be 
appropriate to the prevailing circumstances. But a rational and defensible policy de- 
cision to shrink the intramural program should be argued, one would think, specifi- 
cally on the merits of the case for redetermining the proper scale of a singularly 
outstanding federal research enterprise, and not simply be the non-specific outcome 
of a uniform, across-the-board, “one-size-fits-aH” formula to streamlme the fedeiul 
government. 

The total expenditures of intramural research are surely misidentified as a 
federal government “administrative expense", a category whose curtailment was 
a mawr objective of the “National Performance Review”, “Reinventing Govern- 
ment* and the “streamlining” plans. Intramural research expenses are undeni- 
ably programmatic, the cost of performing research, not administrative. 

The intramural research operation is not bloatecL top heavy, inefficient, 
overstaffed, etc., — the principal charges against the federal bureaucracy as a 
whole to which “reinvention" is addressed. 

Flattening an overly vertical personnel pyramid, because the ratio of super- 
visors to other personnel is too nigh may make sense in some situations. But 
it is not a rational policy for a scientific research operation and it’s imposition 
can only indicate a misunderstanding of the diaracteristics of the scientific re- 
search process. The civil service (or equivalent) grade levels of scientists in in- 
traunural research — as well as in other federal science agencies such as the US 
Geological Survey — reflect the scientific expertise of, and the “market” for, that 
talent, rather than the managerial or supervisory responsibilities the incum- 
bents shoulder. The relationship of scientists, inside or outside government, to 
lower grade level employees diiiera essentially from that in conventional work- 
place setting, of high level managers and supervisors to lower grade level em- 
ployees. IVpically, a scientist, of whatever eminence or distinction, collaborates 
with, rather than manages or supervises, a colleague or two, mentors one or two 
pre- or post-doctoral students and, perhaps, directs the work of a technical as- 
sistant or so. Compliance with the “reinvention” canons would require either ex- 
tending the span of control of scientists or reducing their grades — either a rec- 
ipe for disaster. 

The emphasis placed thus far in this letter on the unfortunate impact of 
“reinvention” on intramural research is not intended to ignore or minimize 
the baleful effect of the process on the stalT entrusted with the scientific admin- 
istration of the NIH’s extramural research activities. In this arena, the most 
detrimental consequences are to be felt in the “reinvention” specifications that 
target higher graded employees and the ratio of supervisors to other personnel. 
The grade levels of extramural scientist-administrators are based on the talent 
and expertise they embody. Many were only recently distinguished resear-ch sci- 
entists or renowned academic scholars. The NIH relies on them, not to “man- 
age” or “supervise” a large array of lesser bureaucrats, but for their knowledge 
of and gorsi ju^ement about the science, the scientific priorities, and the 
sdence conununify at the cutting edge of the fields of science that fall within 
their portfolio of resmnsibility. The elimination of individuals of this calibre 
would surely impair the quality of the extramural programs over which they ex- 
ercise administrative responsibility and, in the end, impair the totality of the 
nation's biomedical research program. 

The fundamental reality is that the conditions that reinvention of government 
was crailed to correct do not generally exist at the NIH. While several of the rec- 
ommendations of the NIH’s internal study committee, the Resource Allocation 
Group (RAG), make evident that slimming and streamlining of the mana^ment of 
TCveral relatiwly small extramural and intramural research administrative func- 
tions (e.g., persoimel management, procurement, etc.,) is possible, the whole exercise 
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seems otherwise to be the application of a drastic solution to an almost non-existent 
problem. As a result, an exceptionally fine research endeavor is in process of being 
seriously conwromised, apparently almost mindlessly, capriciously and incidentally, 
as a result ofnaving become entrapped in an irresistible set of iorces and dicta de- 
signed to correct problems that do not characterize intramural research or the sci- 
entific administration of extramural research 

In my view, the overarching concepts within which the problems raised for the 
NIH by “reinvention” must be framed are that; 

A vast array of difficult to intractable problems, inimicable to human health — 
some known, others waiting in ambush — will, in the normal course of events, 
continue to take a tragic toU on existing populations and on fiiture TCnerations. 

The only way to ameliorate these fatenil inevitabilities is research, a process 
that is difficult, intellectually demanding, often slow in achieviM results, re- 
plete with enticing lures that end in blind aUeys, and costly. Unfortunately, it 
IS also the only imaginable and historically proven route to the improvement 
of human heal£h. 

The times and circumstances may ai^e that the rate of growth of research in- 
vestments be slowed, but it should never be cut, as is now happening now! Worse, 
the best is being cut first. My message, as you must surely have guessed by now, 
is to urge you not to sit idly by but to protest — to your Congressional Delegation, 
to the Aesident and the Vice President, to the Secretary, DHHS, to the Directors 
of the 0MB (Dr. Alice Rivlin) and of the OS^ (Dr. John H. Gibbons). Encourage 
the leadership of your institutions and the officers of yoxir scientific societies to jom 
in protest to the wanton and senseless destruction of a magnificent biomedical re- 
sesuxdi institution. 

Wherever wed informed people may stand on the political spectrum, whether they 
be true believers in the power of government to solve societal problems or confirmed 
skeptics committed to severe limitation on the role of mvemment in human affairs, 
whether they be conservative Republicans or liberal Democrats, whether they base 
their views on scientific knowledge and experience or on the educated judgements 
of enlightened citizens, there is one conviction from which there is virtually no dis- 
sent: the NIH, intramurally and extramurally is one creation of govemmant in 
which every American can twe immense pride. 

Intramural NIH Science; A Quality Enterprise 

My assertion that intramural NIH is top notch is not just the chauvinism of a 
superannuated alumnus', it is a reality beyond cavil or dispute. Let me rite only two 
lines of evidence based on as objective measures of quality as are available: mem- 
bership in the most prestigious and selective societv that honors scientific achieve- 
ment in the United States, the National Academy of Sciences (NAS); and 
bibliometric data, reflecting the acknowledgement that scientists accord predecessor 
scientists by citing earlier publications of their predecessors as the groundwork 
which facilitated the discovery of the advances they themselves are currently report- 
ing in new publications. 

Mrst, the distribution of NAS memberships among universities, government agen- 
cies, industrial organizations and other entities. 

As of July 1, 1994, 1702 of the Academy’s members were active, 82 were 
emeritus and 298 were foreign associates. Membership is overwhelm^ly aca- 
demic, with very modest representation from independent research institutes, 
government science agencies and industn. The NIH with 61 members ranks 
7th in the whole country, trailing only Harvard (142, if the Harvard-Smithso- 
nian Center for Astrop^sics is included), the Univ. of California at Berkeley 
(110), Hanford (106), MIT (99), the California Institute of Technology (60) and 
Yale (56). The NOI, of course, is a biomedical research institution; there are 
many fields of physical, mathematical, agricultural, social and political ^ence 
that are almost entirely outside its ambit of concern, mission and responsibility, 
and whidi are not r^resented on it’s staff, except incidentally and to a minus- 
cule degree. Table 1 ^ shows that in the subset of sciences central to the NIH’s 
mission, it’s rank order is considerably better than 7th. The edge eqjoyed by the 
NIH over most of the very distinguished academic institutions rankii^ mIow 
it in total member^p — ^Ae Univ. of California at San Diego and the Univ. of 
Chicago (46), Princeton (43), ComeU (38), the Univ. of Wisconsin (36), the Univ. 
of Pennsylvania (33), the Univ. of Washington (31), the Univ. of Dlinois (28), 


^ITie distribution of members, by section, hum the several institutions in this table was ob- 
tained by a tedious hand-sort, oomparing two divisions of the NAS’s Members Directory. In a 
few instances, the totals for an iirstitution diOer from the actual totals by 1 or 2. These tabulat- 
ing errors, in my opinion, do not invalidate the conclusions. 
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Columbia Univ. and the Univ. of California at Los Ani^les (27), the Rockefeller 
Univ. and the Laboratories, (24), Johns Hopkins Univ.(19), the Univ. of 

Michigan (17), the Univ. of Minnesota (16), Duke Univ. and the Univ. of Califor- 
nia at San Francisco (16), New York Univ. and Washington Univ. (14), and the 
Univ. of Texas, Southwestern (11)— would be even more impressive, were the 
comparison to be based solely on the number of members Irum the biolopcal 
and medical sciences. 

The number of staff members elected to the NAS from the NIH exceeds the 
total (20) from all other federal agencies: “ the Dept, of Veterans Affairs, 3; the 
NIST, 2; the Naval Research Laboratory, 4; the USDA, 2; the US Geological 
Survey, 4; US Naval Postgraduate School, the NOAA, the DHHS, the Council 
of Economic Advisors and the U.S. Forest Service, 1 each. In fairness, it rirould 
be noted that there are 46 members of the National Academy of Engineer]^ 
(NAE) from the federal agencies;® Amculture, 3; Commerce, including ^ST, 
7; Defease, 1; Army, 6; Air Force, 2; Navy, 5; Educ., 1; Energy, 6; Interior, 2; 
EPA, 1; OSTP, 1; and NASA, 12. 

The NIH has had, for the moat part, to home-grow its NAS rnembers. By the 
time outsiders have attained the distinction that warrants election to the Acad- 
emy, they are usually well beyond the NIH’s price range for salary, benefits and 
“perks*. The NIH has only infrequently been able to recruit mid-career and sen- 
ior scientists of NAS calibre from the outside; notable recent examples are 
Francis Collins and Harold Varmus. On the other hand, many outstanding 
young, mid-career and senior NIH scientists, who either have been, or are about 
to be, elected to the Academy, have been recruited to academic institutions or 
industry and are liberally represented in the latter’s delegations of NAS mem- 
bers. 

Over the last thirty years, the value of bibliometric evidence for measuring the 
quality of science has bwome well established, its limitations recognized and denned 
and tne hi^ degree of correlation between it and peer judgement demonstrated. 
V^at does it have to say about intramural NIH? 

The most recent sophisticated study, commissioned — and substantially incor- 

f crated into it’s final Report — ^by the Institute of Medicine Committee to Study 
trategiea to Strengthen the Scientific Excellence of the National Institutes of 
Health Intramural Research Program, chaired by Harold Shapiro, the President 
of Princeton Univ., was prepared by Dr. Helen H. Gee in 1988. 'The Gee study 
included papers published from 1973 to 1984 in a set of basic and clinical 
science journals, recognized to be central to biomedical research by the Science 
Citation Index, the NLM, the NIH and the NSF and authored either by the sec- 
tor of intramural scientists or by the sector of authors who indicated a univer- 
sity or a medical school as their base of operations. Her analysis compared 
trends, over the epoch, in measures such as the total number of publications, 
the “presence” of each sector of authors in the arena under consideration, the 
number of citations per paper, the average influence per paper — a weighting ad- 
justment reflecting citation patterns and practices in specific fields — and the 
percentage of papers from the sector that appeared in the docile of most fre- 
quently cited papers. Comparisons were made for. two large aggregate fields, 
clinical medicine and biomedical research; 44 subfields; and a broad class, “gen- 
eral biomedical research”, defined as papers of the ilk traditionally publi^ed 
in journals such as Science, Nature, PNAS, etc. Gee outlines the patterns of 
change — growth or stability or decline in publications, citations or influence, by 
field — that have occurred over the epoch. Despite the ups and downs described 
in the Gee analysis, the lOM Committee — relying mostly on this data — con- 
cluded that “the intramural program, overall, demonstrated a high level of per- 
formance when rampared to the general academic community”. 

But to me, the startling observation was that, in the three periods of time 
studied, for the broad fields and for almost every subfield, the comparisons of 
the average influence of intramural vs. academic papers, and/or of the number 
of citations per intramural vs. per academic paper, and/or of the percentage of 
intramural vs. academic papers in the top decile indicated that the intramural 
sector consistently exceeded academic by a 40-90% margin (Table II). 


^Tlie 21 NAS mranbere from FFRDCs (Federally Funded Reseaich and Develc^nnent Cen- 
ters)— Arp>nne, Brookhaven, Fermilab, Jet Propulaion, Lawrence-LiveniKwe, Lancoln, Oak 
Ridge, National Radio Astronomy and Sandia — have been excluded from this enumeration, since 
they are not federal employees. 

® Again, the 30 members of the NAE from the FFRDCs have been excluded, for reasons I be- 
lieve proper. 
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Can it be arded that the NIH superiori^ in this data set is due to the fact 
tihat the universe to which it is compared is so large and heteroraneous as to 
obscure the stature of distinguished academic institutions? I t hink not. For re- 
search to be conducted and published: it must first be funded; most academic 
biomedical research is funded — after rigorous peer review in a federally com- 
peUtive atmosphere— by NIH extramural programs; and most NIH money en^ 
up in a relatively smaU number of research-mtensive universities and medical 
sdiools. Thus, the Gee study has compared intramural reseanh principally with 
the best of academic research and shown that intramural generally stood head 
and Aimlders over it’s competitors through 1^4. As of that date, intramural 
NIH was not mst good. It was, aiguably, the best. 

What has Qie record been since 1984. Nothiiw as elegant as the Gee study 
has been mblished but occasional reports out of the Institute for Scientific In- 
formation’s Science Watch have appeared. The March, 1994, issue reported that: 

^ From 1981 to 1993, the 6-year average ratio of actual to expected cita- 
tions for NIH papers, for all institutes in the aggregate, fluctuated from 
29.69% above world average for the period 1981-^, to 31.05% {1984-88), 
30.99% (1986-89), 30.12% (1986-90), 29.83% (1987-91), 26.89% (1988^2), 
and 26.09 (1989-93); 

over the same epoch, the citation impact of NIH papers, relative to the 
UJS. biomedicine baseline, rose from 85.22% above the baseline to 88.05% 
above in 1985-89, and then fell to 75.00% above in 1989-93; 

intramural papers, thou^ they make up only 2-3% of the total, con- 
stituted about 15% of the 300 most frequently citM papers, worldwide, each 
year from 1983-87 and about 10% from 1988-93 (in a much larger pool); 

of the 30 papers most frequently cited each year from 1981 to 1993 from 
the world literature, an average of 5 (range: 2-10) were from intramural 
research: 

of the 10 most frequently cited, an average of 1.6 (range: 0-3) were from 
intramural research. 

Why Science Watch emphasizes that the NIH intramural is “slipping* is puzzling, 
in the face of the fact that the changes in the degree of dominance over the epoch 
examined are not consistently unidirectional and we sheer increase in the denomi- 
nator of research establishments, industrial and foreign, tend inevitably reduce the 
relative dominance of the intramural effort. It still looks like “The Champ* to me. 

On these two lines of evidence alone— NAS membership and bibliometrics — and 
without recourse to scads of additional supporting data — on Nobel, Lasker and other 
awards, on leadership positions held ana discharged with distinction in hundreds 
of scientific societies, on the outstanding contributions made by NIH-trained post- 
doctoral students as well as by former Km employed scientists to the intellectual 
life of the nation's scientific community through service on faculties of top notch aca- 
demic institutions and on staffs of leading industrial organizations — I rest my asser- 
tion that the NIH is the finest biomedicm research organization the world has ever 
seen. If some think this be hyperbole, let them present the data to support their 
assertion. 

Creative Management: the Hallmark of the NIH 

Perhaps the most extraordinary achievement — managerial, not scientific — of in- 
tramural NIH is to have been able, for almost a half a century, to systematically 
and continuously overcome barriers to the attainment of excellence, barriers that 
are virtually nonexistent in private, non-government organizations and institutions 
but inescapably associated with in-house government operations. Government sala- 
ries and fnnges are as a rule significantly below those in academic settings for com- 
parable positions; the highest possible annual salary the NIH can pay — and that to 
only a very, very few, with many years of service — is under $150,000. Government 
personnel systems were designed to serve traditional government functions and to 
prevent politicalization of public sector employment, not for recruiting, promoting, 
and retaining scientists. For example, permanent civil service status, embodying ex- 
traordinary assurances against dismissal, comes automatically and early, usually 
after one year of satisfactory service; postponing it, to permit more confident assess- 
ments of uie creativity of candidate scientists, does violence to the most sacred can- 
ons of civil service personnel policy. The authority possessed by the NIH for many 
years to designate selected young scientists as in ‘tenure tracks* and to defer tenure 
status long enou^ to allow thorough appraisal, exists, to the best of my knowledge, 
nowhere else in all government and stands as tangible proof of herculean and suc- 
cessful efforts to adapt government personnel policies to serve the ruthless insist- 
ence that the culture of science places upon professional excellence. In government, 
“disposal* mechanisms for scientists deserted by their muse are few and: winnowing 
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“dead wood” is probably much more difficult than is the case in Academe. Govern- 
ment procurement regulations, designed to minimize favoritism in the expenditure 
of public funds, can complicate and delay purchases of scientific instruments, sup- 
plies and equipment. At one time or another, mostly in the past, NTH employees 
have encountered problems with: the receipt of outside income of the sorts remlarly 
earned by academicians; with participation in the morally obligato]^ duties that at- 
tend membership in scientiflc and professional societies, e.g., holding office, editing 
scientific journals, etc.; and with travel, particularly abroad, to scientific meetings. 
Retirement benefits are non-portable. A mid-career NIH scientist cannot take ac- 
crued retirement benefits to an academic or industrial position without serious fi- 
nancial penalty and, therefore, tends to be frozen in situ even when a move might 
he beneficial to the individual, to the NIH, to the organization recruiting the em- 
ployee, to science, and to the public ^ood. Similarly, the necessity for a mid-career 
academic or industrial scientist to switch to a new retirement system upon entering 
government service has until veiy recently been a severe deterrent to hiring sci- 
entists from the outside; the Senior Biomedical Research Service, authorized for the 
NIH in 1991, may provide some relief for this problem when it is implemented. 

For the NIH to nave reached its present level of excellence and to have main- 
tained it for at least four decades in the face of obstacles such as those cited is both 
an astonishing feat and an enormous tribute to the institution’s enduring capacity 
for creative management. 

A “Call to Arms" for All Vfho Value Biomedical Research 

In issuing this “call to arms”, I recognize that the response of the extramural com- 
munity is not likely, at least initially, to be instant or enthusiastic. Sympathy for 
the plight of NIH intramural research is not, in my experience, a sentiment univer- 
sally prevalent “out there”. This seems to me to be regrettable, misguided, and po- 
tentially dangerous to the nations hiomedical research enterprise. What the two sec- 
tors share in common is far greater and more important than the differences be- 
tween them and both are Uk^y to prosper more if mutual respect, understanding 
and support characterize their relationships. Among the misperceptions of intra- 
mural tMt I have encountered in the extramural community, several warrant men- 
tion. 

One concept is that the onl^ really suitable site for basic research is Academe. 
The logical consequences of this persuasion are detectable in eveiy one of the many 
externu examinations of the intramural research program that has ever been un- 
dertaken, usually articulated as a recommendation that intramural focus its ener- 
gies on some mission or expand into some empty niche (e.^., “long- range research” 
or “hig^-risk research”) that is different from that traditionally conducted in aca- 
demic institutions but mculiarly appropriate to its unique institutional form as a 
TOvemment research laboratory. The fact is that, in general, intramural NIH con- 
ducts — with notable success — precisely the same types of research performed in Aca- 
deme, in other non-govemment non-academic institutions, and, to some extent, in 
industry. Given the workplace environment that inevitably keeps their employer’s 
categorical missions “front and center”, intramural scientists may be more keenly 
aware of, and more responsive to, the health goals of the agency. But basically, the 
nature of most of the science pursued is identical, whether conducted in academe 
or in Bethesda. Many world class scientists simply prefer to devote themselves to 
full-time research in a government laboratoiy, free of routine undeigraduate and 
graduate student teaching responsibilities and of the need to apply periodically and 
competitively for research grant support, even if the trade-off for this life-style re- 
quires putting up with certain inconveniences and sacrifices inherent in federal gov- 
ernment employment. 

Another idea I’ve heard articulated by academicians is that, were intramural to 
be abolished, the nionOT expended for Bethesda activities would wind up in the ex- 
tramural community. 'This is probably ilhisoiy. Firstly, there can be no assurance, 
at least in these politically turbulent times, that the savings accruing from 
downsizing or even abolishing intramural NIH would remain in research (vis-a-vis 
l^ing dedicated to debt reduriion, middle class tax relief, Me^caid, crime preven- 
tion, etc.). But whether or not the total resources available for research were to 
shrink, abolition of intramural would indubitably drive many of its first class inves- 
tigators to academia, where they would almost certainly compete successfully for 
funds appropriated for extramural research; in fact, they might be competitive 
enou^ to take funds away from established academic mentees. 'The mid-level and 
senior scientists of my act^uaintance that have left the NIH in the last decade are 
not only surviving but thriving in academe and industry. The proiMsition that the 
research resources available to the current denizens of the academic community 
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would be improved by the dissolution or constriction of intramural NIH strikes me 
as an extremely tenuous proposition. 

A not infrecmently heard recommendation that intramural research expenditures 
be capped at their current share, 11.3%, of the total NIH appropriation is also prob- 
lematic. Perhaps it makes sense to cap the Bethesda effort, for the simple reason 
that the Bethesda site cannot comfortaUy accommodate many more people. But the 
validity of the proposition that intramural research, qua intramurd research, 
should be “capped”, relative to extramural, is not a priori compelling, nor are the 
criteria that should determine the distribution of appropriated funds between the 
two sectors. One assumption from which any discussion of this issue admittedly can- 
not prescind is that federal funds should be expended only on the highest possible 
quality researdi. Currently, most federally conducted and sponsored research is of 
high quality, wherever performed; and all would be, were not fallible human judg- 
ment the only possible basis for allocating resources. But that having been stated, 
the day may come when the question arises of whether the return on federal re- 
search investments is mater in the public (intramural) or the private (extramural) 
sector. The answer to that question, admittedly complex and a formidable measure- 
ment challenge, is also not immediately or intuitively obvious. In-house government 
research is demonstrably of very high quality; it must also, on the whole, be less 
costly since personnel costa — which represent about 70% of the expenses of research 
projecAs in the biomedical scdences — are held down in government laboratories to 
levels considerably below those prevailing for comparable talent in academic institu- 
tions. Exactly what a sophisticated and well designed study of the comparative re- 
turn on investments made on intra- vs extra-mural research would conclude is not, 
to my mind, predictable. But should it turn out — as it well might — that the guvem- 
ment realized a “big^r bang for it’s buck” intramurally, policy makers would have 
to give serious consideration to expansion of intramural research, possibly with 
funds derived from extramural, preferably at some other site removed from an al- 
ready overcrowded Bethesda campus. 

The excellence of the NIH-supported extramural scientific research programs — be 
they project and center grants, or training, fellowship, and career development 
awards, or contract programs — is also victim of “reinvention”, as currently applied. 
The decimation, three times over, of the “study sections” thtd have played so crucial 
a role in the impartial evaluation of research proposals will almost certainly com- 
promise the quauty of that process and probably force radical changes in the review 
and approval mechanisms lor grant applications and contract proposals. The more 
than decimation of the extramural scientific and professional staffs of the DBG and 
the Institutes will; further reduce the capability of the review and approval machin- 
ery to select the noost promising applicants for funding, thereby destroying the proc- 
ess that, above all else, has made America science peerless for half a century; and 
will cripple the capability of the NIH to manage awards with the rigor that the pub- 
lic expects as well as with the empathy and intellectual sensitivity that the dynam- 
ics of the scientific research process necessitate. 

I therefore appeal to those of you in the extramural community to rethink the res- 
ervations that some of you may harbor about intramural research and recognize 
that unless the two major segments of the U.S. biomedical research community 
hang together — as logic and reason co mme nd — they are likely to hang apart. The 
processes presently entrained at the NIH will inexorably cripple the institution. The 
effect of position cuts that impact most severely on the intellectual and creative 
leadership of the organization will almost inevitably cause the current extraordinaiy 
excellence to deteriorate. The “brightest and best”, with the most attractive options 
will leave and their “draw” that, in the past, attracted promising youngsters will 
no longer be around. It is not only the absolute extent of personnm cuts that is de- 
structive; the devastation they will wreak is potentiated by their prescribed distribu- 
tion by grade level. We are now silent witnesses to what I can only call a catas- 
trophe: not the dismemberment of just another government agency but the ruination 
of a national treasure. 

In my opinion, it would be irresponsible for the biomedical scientists of this coun- 
try, and their entourage of associates, supporters, advocates, and admirers, to per- 
mit this tragedy to continue to unravel without vigorous protest. As this process 
proceeds, the biggest loser will be the American public and all humanity, whose de- 
liverance from disease, disability and premature death, is critically dependent on 
tile persistent and sophisticated efforts to unravel nature’s secrets by world class 
scientists. 

Aux armes! 



67 


Table I — National Academy of Sciences Membership 
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AGENCY OVERSIGHT HEARING ON HHS; THE 
MISSION OF HHS 


WEDNESDAY, MARCH 22, 1995 

House of Representatives, 

Subcommittee on Human Resources and 
Intergovernmental Relations, 
Committee on Government Reform and Oversight, 

Washington, DC. 

The subcommittee met, pursuant to notice, at 10:10 a.m. in room 
2247, Rayburn House Office Building, Hon. Christopher Shays 
(chairman of the subcommittee) presiding. 

Present: Representatives Shays, Morelia, Souder, Martini, 
Barrett, and Fattah. 

Staff present: Lawrence Halloran, staff director and counsel; 
Doris Jacobs, associate counsel; Robert Newman, professional staff; 
Thomas Costa, clerk; Kate Hickey, Demi Greatorex, professional 
staff; Cherri Branson, minority professional staff; and Liz Camp- 
bell, minority staff assistant. 

Mr. Shays. I’d like to call this hearing to order and to note the 
presence of a quorum and to berin. This is the second hearing on 
the Department of HHS, in which we have a number of very quali- 
fied witnesses. We’re looking for opportunities for cost savings at 
HHS. We’ll be looking at their budget authority; how they spend 
their money; how theyre looking to coordinate. 

We’ll also be looking at waste, fraud and abuse, particularly as 
it relates to Medicare and Medicaid. Today we have three panels. 

Our first panel is June Brown, who is inspector general for the 
Department of HHS; and Sarah Jaggar, who is ffie Director of 
Health Financing and Policy for the General Accounting Office, 
GAO. 

Our second panel will be Patrick Fagan, a senior human services 
policy and analyst with Heritage Foundation; John Liu, senior 
health care poli^ analyst with Heritage Foundation; and Gail 
Wilensky, senior fellow at Project HOPE. 

And then panel III we have Mary Suther, who is president and 
CEO of Visiting Nurses Association of Texas. 

If I could call the first panel and welcome them. 

[The prepared statement of Hon. Christopher Shays follows:] 

Prepahed Statement of Hon. Christopher Shays, a Representative in 
Congress From the State of Connecticut 

This is the second oversight hearing to be held on the Department of Health and 
Human Services by this subcommittee in the 104th Congress. The subject of today’s 
hearing is opportunities for cost savings at HHS. 

( 69 ) 
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In our March 1 hearing, HHS Secretaiy Donna Shalala discussed the depart- 
ment’s Fy96 bud^t revest which calls for $716 billion of bud^t authority, a 7.6% 
increase over FY1996. Discretionary spending would increase $1.5 billion or 4% over 
FY96. The department also proposes to consolidate 190 of its 300-t- programs into 
22 performance partnership grants. 

Tms hearing will explore w^s to ensure that those consolidations produce real 
savinn and improved service. Central to this hearing is the question of coordination 
of HHS services, and the opportunities to consolidate overlapping HHS programs 
and terminate the ineffective ones. 

Witnesses today are representatives from the General Accounting OHlce, the Of- 
fice of Inspector General at HHS, the Heritage Foundation, Project Hope, Visiting 
Nurses Association of Texas, and Community Legal Services of Philadelphia. 

We look forward to the comments and recommendations of our witnesses, espe- 
cially on the topic of waste, fraud and abuse in Medicare and Medicaid programs. 
Losses in federal health care spending are estimated by the GAO and others to be 
as high as 10% of total expenditures. 

If these estimates are correct, losses due to waste, fraud and abuse in Medicare 
and Medicaid in FY96 could be in excess of $30 billion and will continue growing 
rapidly each war unless action is taken. Ihese staggering losses are unacceptable. 

We could finance the projected ^wth in these programs without spending one 
additional dollar if we elminated ^s level of waste. That may be unrealistic, but 
we have a responsibility to look there first before we look to taxpayers to pay more 
for less health care. 

Fraud in the Medicaid program includes schemes to divert prescription drujra, re- 
sulting in losses estimated to be over $1 billion annually. In 1994, GAO rec- 
ommended that HHS direct HCFA to conduct a cost-benefit study on the automated 
Drug Utilization Review systems now being used by two-thirds of the states. Assum- 
ii^ that greater use of DUR would be a cost effective tool to prevent prescription 
diversion, we would like to discuss how the remaining states could take advantage 
of this system. The subcommittee would like to know the status of GAO’s rec- 
ommendation. 

We welcome today’s witnesses. 

[Witnesses sworn.] 

Mr. Shays. Nice to have you here. First, let me say, without ob- 
jection, please submit any testimony that you would like and you 
are free to summarize your testimony. Both your testimonies are 
very important, so we want them on the record. Any statement by 
any member can be submitted. And I would also ask unanimous 
consent, as well, that members have the right, for 3 days, to submit 
testimony before the record is closed. 

[The prepared statements of Hon. Constance A. Morelia and Hon. 
Gene Green follow:] 

Prepaked Statement of Hon. Constance A. Morelxa, a Representative in 
Congress From the State of Maryi^d 

Mr. Chairman, thank you for scheduling this second hearing on the Department 
of Health and Human Services, focusing on options for making the Department’s op- 
erations more cost-effective and streamlined. 

In view of the enormity of the HHS scope of services, we have both an opportunity 
and responsibility to carefully review the Department’s coordination and deliveiy of 
services. I look forward to hearing the suggestions and i^ut of our many witnesses 
today. I hope that we can work to provide more cost-effective services, while also 
protecting the many critical health and human service programs within the jurisdic- 
tion of HHS. 

Thank you, Mr. Chairman. 


Prepared Statement of Hon. Gene Green, a Representative in Congress 
From the State of Texas 

Thank you, Mr. Chairman. I believe that today's hearing will provide an oppor- 
tunity to thoroughly examine the extent of waste fraud, and abuse in the programs 
HHS a dmini sters. Recently, we received testimony from Secretary Donna Shalala on 
how HHS is tiying to make their programs work more efficiently. Her proposals in- 
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eluded improving the claima processing system and increase state flexibility in ad- 
ministering programs. 

Todays panel will discuss how the law itself may encourage waste, fraud and 
abuse, ^ey will point to the increase in the cost of home health service under Medi- 
care since the 19^ Bowen v. Duggan case. 1 would especially like to learn to what 
extent this has been caused by waste and to what the increase can be explained 
by widening elimbility for the program. 

The public deserves to have a government which wisely spends its money. It 
seems apparent to me however, that different groups are looking at the same data 
and coming to different conclusions: some see waste, fraud, and abuse while other 
see legitimate increases in eligibility for services based on the letter of the law. I 
hope today’s hearing will provide us with a clearer explanation of the situation. 

Mr. Shays. I would ask the ranking member, acting ranking 
member, Mr. Fattah, if he has any statement he’d like to make. 

Mr. Fattah. Thsink you, Mr. Chairman. No, I do not, but I’d like 
to submit for the record for the ranking member. Congressman 
Towns, an opening statement. 

Mr. Shays. Without objection, all testimony of any member will 
be able to be submitted. 

Mr. Fattah. I have no further opening statements. 

[The prepared statement of Hon. Edolphus Towns follows:] 

Prepared Statement of Hon. Edolphus Towns, a Representative in Congress 
Prom the State of New York 

I want to thank my colleague, the Honorable Chris Shays, chair of this sub- 
committee for holding this hearing. 

Today’s hearing will discuss two topics of vital concern: home health care and 
childhood disability beneflts. We are called here to examine allegations of fraud, 
waste and abuse in these programs. 

Let me start by saying that health care fraud affects all of us. Taxpayers suffer 
when medicare and medicaid fraud exists. Private insurers are harmed when dis- 
honest health care providers cheat the system. However, we must not forget that 
the people who are harmed most are those who rely on the health care system. 
Fraud may be expensive or inconvenient to you and me but it could be permanently 
disabling or fatal to the patient. 

The inspector general of the Department of Health and Human Services has is- 
sued a report which found that fragmentation of medicare payment sources, sup- 
plies and providers raise concerns aTOut cost-shifting, inappropriate payments and 
overuse of services. While I am concerned about these things, it seems to me ^at 
we should look for solutions. For instance, the use of physicians as case managers 
would help ensure that benefleiaries are properly selected, care is properly provided 
and progress is con^tently monitored. 

Additionally, while we raise concerns about fraud and abuse, we have cut funding 
for the Health Care Financing Administration’s (HCFA) anti-fraud and abuse activi- 
ties. Due to this funding decrease, contractors can only review 6% of cases for fraud- 
ulent and abusive billing practices. Five years ago, they could afford to review 20% 
of claims for questionable practices. If we are serious and committed to looking for 
solutions, we should increase funding for HCFA’s activities. We should enable them 
to examine a reasonable number of the 700 million claims they are expected to proc- 
ess this year. 

Additionally, I believe an unfavorable view of increases in the number of claim- 
ants for the Social Security Administration’s childhood disability program marks a 
shift in this body’s focus. In 1992, I led twenty-five of my colleagues in a bi-partisan 
letter to the Social Security Administration requesting that they increase their out- 
reach efforts to potential childhood disability claimants. This action was based on 
a Supreme Court finding that benefits had been unfairly denied to thousands of dis- 
abled children nationwide. It seems to me that this outreach effort is working. Addi- 
tionally, the GAO and several independent studies have failed to find any evidence 
of application or assessment fraud among the 900,000 beneficiaries who rely on this 
program. 

Moreover, our consideration of childhood disability benefits may be premature. On 
Monday, March 27th, the National Commission on Childhood Disability, headed by 
our former colleague, Jim Slattery begins a series of public hearings to examine 
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childhood disability concerns. It seems to me that our deliberations could be in- 
formed by their work. 

Finally, 1 believe that we cannot afford to forrot that we are not merely dealing 
with concepts of fraud and abuse or with cold calculations on savings, ^th of these 
promuns touch and concern the daily lives of millions of low income elderly and 
diswled Americans. We should not foi-get that they rely on these programs and rely 
on us to do the right thing. 

Mr. Shays. Mr. Martini. 

Mr. Martini. Thank you, Mr. Chairman. I have no opening state- 
ment at this time. 

Mr. Shays. It's wonderful to have you both here. And we look for- 
ward to working with both of you and thank you very much for 
coming today. Ms. Brown, if you’d like to start. 

STATEMENT OP JUNE GIBBS BROWN, INSPECTOR GENERAL, 

DEPARTMENT OF HEALTH AND HUMAN SERVICES; AND 

SARAH JAGGAR, DIRECTOR OF HEALTH FINANCING AND 

POUCY, GENERAL ACCOUNTING OFFICE 

Ms. Brown. Thank you, Mr. Chairman. Good morning. 

Mr. Shays. Good morning. 

Ms. Brown. I’ll concentrate my oral remarks this morning on 
concerns we have re^rding home health care, nursing homes and 
durable medical equipment. However, you asked that I comment 
briefly on our work with children’s disability benefits luider the 
supplemental security income program, and I’ll do that as well. The 
OIG is chafed with protecting ifie integrity of programs of HHS, 
and promoting their economy, efficiency and effectiveness. 

In fiscal year 94, we achieved 1,169 successful criminal prosecu- 
tions, and 1,334 administrative sanctions. We also generated sav- 
ing, fines, restitutions, penalties and receivables of over $8 billion. 
This represents $80 in savings for each Federal dollar invested in 
our office; another way of putting it is, on average, $6.4 million in 
savings per OIG employee. 

Let me turn first to the area of home health care. As you can see 
from our chart, costs have risen from $3.3 billion in 1990 to $12 
billion in 1994. These costs are expected to reach $16 billion this 
year, and more than $22 billion by the year 2000 if left uncon- 
trolled. The number of beneficiaries receiving home health services 
has increased 72 percent, from 1.9 billion in 1990 to 3.3 billion in 
1994. 

The average number of visits per person has also increased from 
36 in 1990 to 65 in 1994, more than an 80 percent increase. Some 
of the things we are uncovering include one home health agency 
that claimed approximately $14 million in unallowable costs on its 
cost report during one cost reporting year. These items were unre- 
lated to patients’ care. They include personal airplane travel, lobby- 
ing, alcoholic beverages, promotional items, the work of the fiscal 
contractor, utility and maid service, payments on the owner’s con- 
dominium, golf pro shop expenses, lease payments, a luxury car for 
the owner’s son at college, and payment for cable television fees for 
the owner’s mother. 

In another home health agency in Florida, we found that 75 per- 
cent of the claims submitted did not meet Medicare guidelines. Vis- 
its were claimed, but not made. Visits were made to persons who 
were not considered homebound. Visits were made when physicians 
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denied that thev authorized them. And visits were made to bene- 
ficiaries who did not want the service. 

We have issued a draft report on the audit of home health serv- 
ice in Florida. We randomly reviewed home health agency claims 
in Florida, and found that 26 percent of the claims did not meet 
Medicare guidelines; 8 percent were there for visits to beneficiaries 
who were not homebound; 13 percent were for unnecessary serv- 
ices; and 5 percent were for visits that were either not documented, 
not provided, or provided less frequently than actually claimed. 

The second area that I’d like to mention today is the issue of 
nursing homes. There are problems with billings between Part A 
and Part B, which I have described in my written testimony. One 
of the most prevalent problems is cost shifting. That is, billing sep- 
arately under Part B for items which should be included luider the 
daily rate of Part A, 

One cause for these problems is that no single individual or insti- 
tution is held responsible by Medicare for managing the bene- 
ficiaries’ care while in a nursing home, and ensuring that only 
needed services are delivered to the patient. Some supplies or serv- 
ices may be unnecessary, but no one is charged with the respon- 
sibility of minding the store or making sure that patients get what 
they need within reason. 

In fact, the opposite is true. The individual or business providing 
the services or supplies gains by billing the program. The nursing 
home gains by having their patients receive those items or services. 
And thus, we have a Duilt in system for overuse of the services and 
supplies. The third area I’d like to focus on is medical equipment 
and supplies. 

In DME alone — durable medical equipment — between 1990 and 
1994, we achieved 131 successful criminal prosecutions and 38 civil 
monetary penalties. In 1993 and 1994, we excluded 114 providers 
or their employees. Our recent work suggests that an emermng 
problem in medical equipment and supplies has to do with market- 
ing and targeting of patients in nursing homes. 

We believe that this is the primary reason why Medicare allow- 
ances for incontinent supplies more than doubled in 3 years to 
$230 million in 1993, despite a drop in the number of beneficiaries 
using these supplies. This growth is illustrated on our second 
chart. For example, with the female urinary collection device, we 
went from virtually no billings in 1990 to $15.3 million in 1993. 

I have a sample of this device with me today. This is the pouch, 
which costs a little over $7. But that was an extraordinary rise in 
the charges. We have found that, in many cases, just ordinary dia- 
pers — the type that you could find in the grocery store which costs 
about 33 cents each — ^were being delivered instead of these more 
expensive pouches that were billed to Medicare. The number of 
beneficiaries supposedly using these devices increased from 600 to 
9,400. 

We have launched a major national investigation into the mar- 
keting and billing of incontinence care kits and supplies to nursing 
home residents. The significance is, these are covered imder Medi- 
care, but the diapers are not. 

I would like to address a broad question of how we can best pro- 
tect Medicare and Medicaid programs from fraud and abuse. If you 
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ask me what is different today from several years ago in fraud 
fitting environment, I would point to three factors in particular. 

The rising Medicare and Medicaid expenditures create a more at- 
tractive target, and, of course, that attracts the unscrupulous. 
There is increased sophistication and complexity in the fraud 
schemes that are being perpetrated, and inadequate resources are 
available to address the problem. The extensive amount of fraud in 
these programs illustrates the need for more investigators, along 
with attorneys, auditors and program evaluators, to penetrate the 
sophisticated schemes. 

Because of the broad trend for Government downsizing, we sup- 
port a mechanism to increase funding available for combatii^ 
health care fraud and abuse, without drawing down from the U.& 
Treasuiyr or further burdening taxpayers. Under this concept, cer- 
tain recoveries that are generated by our health care anti-fraud ac- 
tivities would be deposited into a reinvestment fund, with dollars 
available to fund additional enforcement activities. 

Thus, the individuals who actually perpetrate the fraud against, 
and otherwise abuse, our Nation’s health care system would foot 
the bill for increasing policing of these programs. This would be, of 
course, after restitution to trie Medicaid trust funds and the af- 
fected Medicaid programs would be made. That would be done be- 
fore any moneys were deposited into the account. 

In the last Congress, this concept had wide bipartisan support. 
Aside from the issues of program fraud and abuse, you asked that 
I mention our work in the area of program expansion — disability 
benefits to children under the supplemental security income pro- 
gram, known as SSI. In recent months, we’ve issued two audit re- 

g orts on this subject. The first report addresses the confusion we 
ave found about the intent of Congress with regard to children 
with disabilities, particularly mental impairment. 

If the Congress intends that the SSI program provide only cash 
assistance to children with mental impairments, then the program 
is successful. However, if the Congress intends that the SSI pro- 
gram help children overcome their disabilities and grow into adults 
capable in engaging in substantial gainful activity, then changes 
are needed. The second report presents the results of our review of 
State disability determination services, compliance with the SSI 
guidance when making disability determinations for children with 
mental impairment. 

The results show that they do not always compUr. We estimate 
that evidence in case files supports 70.3 percent of the cases that 
were allowed. The remaining cases were either incorrect or unsup- 
ported. A much lesser problem is found with the deni^ cases. Our 
review did not indicate any widespread coaching of children to per- 
form in a manner that is not appropriate for their age. That’s the 
criteria used by the court to determine mental impairment. There 
is a widespread belief that this is occurring. But in the cases we 
reviewed, actual coaching appeared to be isolated, rather than a 
trend. 

In a third report, which will be issued shortly, we studied Medic- 
aid usage before and after children became eligible for SSI. We also 
determined if children who had been denied SSI had access to 
other Federal assistance programs. We found that for the children 
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who were enrolled in Medicaid prior to SSI, utilization increased 
after their SSI eligibility began. 

We also determined that more than half the children who were 
denied SSI were eligible for at least one other Federal assistance 
proCTam including Medicaid. We are recommending that SSA, in 
wooing with the Commission on Evaluation of Disability in Chil- 
dren consider a couple of program enhancements. First, requiring 
that an evaluation oe made during the disability determination 
process of the need for and appropriateness of prescribed treatment 
for children with disabilities. And second, ensuring that the chil- 
dren’s access to prescribed treatment, which, if followed, would 
help them achieve independence and engage in substantial gainful 
activity be insured. 

This concludes my oral testimony, and I’d be happy to answer 
any questions. 

[The prepared statement of Ms. Brown follows:] 

Prepared ^atement op June Gibbs Brown, Inspector General, Department 
OP Health and Human Services 

Good morning, name is June Gibbs Brown, and I am the Inspector General, 
U.S. Department of Health and Human Services. I am pleased to be here today to 
discuss issues relating to the Medicare and Medicaid programs. 

As requested by the subcommittee, I wUi focus my testimony this morning on 
three areas where the OIG has serious concerns regardi^ the prevalence of fraud, 
waste, and abuse and where we plan on devoting significant audit, investigative, 
and evaluation resources. These areas are: (1) home health, (2) nursing homes, and 
(3) durable medical equipment. In addition, I will discuss our activities related to 
the growing area of mana^d care as well as some additional options which could 
be tuen to improve the eiTiciency of the Medicare and Medicaid programs and to 
enhance the financial viability of the Medicare trust funds. 

introduction 

Created in 1976, the OIG is statutorily charged with protecting the integrity of 
departmental programs, as well as promoting their economy, efliciency, and enec- 
tiveness. The OIG meets this challenge throu^ a comprehensive program of audits, 
program evaluations, and investigations designed to improve the management of the 
Department and to protect its programs and beneficiaries from frau^ waste, and 
abuse. Our role is to detect and prevent fraud and abuse and to ensure that bene- 
ficiaries receive high quality, necessary services, at appropriate payment levels. 

Within the Department, the OIG is an independent organization, reporting to the 
Secretary and communicating directly with the Congress on significant matters. We 
cany out our mission throu^ a field structure of 8 regions and more than 60 field 
offices and with a staff of over 1,200 auditors, evaluators, and investigators. 

In Fiscal Year (FY) 1994, we were responsible for 1,169 successful criminal pros- 
ecutions and 1,334 administrative sanctions against individuals or entities that de- 
frauded or abused the Department’s programs and/or beneficiaries. Last year, the 
OIG also generated savings, fines, restitutions, penalties, and receivables of over ^ 
billion. This represents $80 in savings for each Federal dollar invested in our office, 
or $6.4 million in savings per OIG employee. 

The Medicare program is administered by the Health Care Financing Administra- 
tion (HCFA). Medicare Part A covers hospital and other institutional care for ap- 
proximately 37 million persons age 66 or older and for certain disabled persons. Fi 
1996 expenditures for Part A are estimated at $110 billion. Medicare Put B, which 
covers most of the costs of medically necessary physician and other non-institational 
services, has estimated FY 1996 expenditures of $64 billion. At $177 billion, FY 
1996 Medicare expenditures will have increased 9 percent over the FY 1994 level. 

The Medicaid program provides grants to States for medical care for approxi- 
mately 36 million low-income people. Medicaid outlays have risen at a dramatic 
pace, causing Medicaid spending to become the fastest rising portion of both the 
Federal and State budgets. Federal Medicaid spending are expected to reach $88 bil- 
lion this year, an increase of 7.8 percent over the previous year. Eligibility for the 
Medicaid program is in general, based on a person’s eligibility for cash assistance 
programs, typically Aid to Families with Dependent Children or Supplemental Secu- 
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rity Income. The Federal grant is open.ended, paying from 60 to 83 ^rcent of the 
State’s Medicaid expenditures, based on a calculation of the State’s relative wealth. 

HCFA administers the Medicare and Medicaid programs. The HCFA contracts 
with private insurance conmanies to process Medicare claims and to perform pay- 
ment safeguard functions. Forty-three fiscal intermediaries make payments under 
Part A and Part B; 34 carriers make payments under Part B, and four sracialW 
contractors make payments for medical equipment and supplies paid under Part B. 
These contractors operate at 62 sites across the country. 

Over the years, HCFA has instituted many si^ificant reforms to the Medicare 
program to control costs. Payment reforms have included implementation of a pro- 
spe^ve payment system (PPS) for inpatient hospital services and a resource based 
fee schedule for physician services. Administrative reforms have included the re- 
gional consolidation of claims processing for durable medical equipment, prosthetics, 
orthotics and supplies. Medicare administrative costs have been low as a proportion 
of overall program costs: one percent of Part A claims and 3.5 percent of Part B 
claims. The implementation of the Medicare Transaction System (MTS) should fur- 
ther streamline claim processing functions. 

The OIG and the State Medicaid fraud control units (MFCUs), have concurrent 
investigative authority in the Medicaid program. The MFCUs, supported largely 
(76-90 percent) by Federal dollars, devote approximately 1,200 persoimel to inves- 
tigating Me^caid fraud. Currently, Federal outlays for operation of the MFCUs are 
approximately $79 million. The units reported 683 convictions in FY 1994 with total 
recoveries of over $36.6 million. Approximately 25 percent of their caseloads involve 
patient abuse allegations, for which there is no monetary recovery. 

Ihe HCFA also recognizes the importance of prote^ing the Medicare pro^am 
from fraud. A senior official in HCFA, reporting directly to the Administrator, is re- 
sponsible for coordinating the program’s anti-fraud activities. The HCFA has also 
required that Medicare contractors establish fraud units, and we anti^ate that 
these units will increase the number and quality of case referrals to our office. 

Nonetheless, as HCFA and we understand, protecting the Medicare trust fund re- 
quires continual vigilance. Because of the dollars at stake, the program will always 
attract unscrupulous actors who attempt to take advantage of loopholes or flout the 
law altogether in an attempt to enrich themselves at the expense of the taxpayer 
and the Medicare beneficiary. 

Based on our investigative work and ongoing reviews of program coats, we have 
recently begun major initiatives in several areas where we suspect systematic fraud, 
waste or abuse; home health, nursing homes, and durable medical equipment. Be- 
cause of the interest and focus on managed care, we have also developed an oper- 
ational plan devoted to that area. These OIG-wide initiatives have brought the 
OIG’s investigators, auditors and evaluators together as a teani, communicating reg- 
ularly with HCFA officials, to conduct a wholesale examination of these areas. Let 
me discuss our concerns and activities in each of these areas. 

HOME HEALTH 

Under its Part A services. Medicare pays for home health services. Among the 
services beneficiaries may receive under this benefit are: (1) part-time or intermit- 
tent skilled nursing care and home health aide services; (2) physical, speech, and 
occupational therapy; (3) medical equipment and supplies; and (4) medical social 
services. These services must be provided by a Medicare certified home health agen- 
cy (HHA). . 

'To receive this benefit. Medicare beneficiaries must be: (1) homel»und; (2) in need 
of care on an intermittent basis; and (3) under the care of a physician with a plan 
of care established and periodically reviewed by a physician. Once these eligibility 
criteria are met, the benefit is unlimited as long as the services are considered 
medically necessary for the treatment of a beneficiary’s illness. In addition, bene- 
ficiaries are not required to pay any coinsurance or deductibles (except for DME, 
which requires a 20 percent copayment). 

Medicare expenditures for home health services have grown dramatically in re- 
cent years. In Fiscal Year 1990 the Medicare program spent $3.3 billion on home 
health. By 1994, 4 years later. Medicare was spenmng over $12 billion — a 263 per- 
cent increase. These costs are expected to reach $16 bulion this year and more than 
$22 billion by the year 2000, if left uncontrolled. 

During this same period, we have seen increases in both the number of bene- 
ficiaries using home health services and the average number of visits per bene- 
ficiary. The number of beneficiaries receiving home health services has increased 72 
percent, from 1.9 million in 1990 to 3.3 million in 1994. Similarly, the average num- 
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ber of visits per person has increased from 36 in 1990 to 66 in 1994, more than an 
80 percent increase. 

Numerous factors have contributed to the recent growth in home health. The 
aging of the Medicare population and the development of complex medical tech- 
nologies that can be provided in the home are two such factors. However, a signifi- 
cant program change in 1988 opened the floodgates for increased expenditures in 
the home health area. In that year, HCPA issued revised coverage guidelines that 
liberalized coverage of the home health benefit. The definition of the ‘^art-time or 
intermittent” requirement was liberalized, and a reinterpretation of the ^confined in 
the home” requirement was expanded to include persona who occasionally leave the 
home. These changes were largely made to comply with the settlement of a class 
action lawsuit, which alleged that Medicare contractors were improperly denying 
home health claims. 

The OIG has observed several types of fraud in HHA operations, including cost 
report frau^ excessive services or services not rendered, use of uidicensed or un- 
trained staff, falsified plana of care, and forged physician signatures and kickbacks. 
Between 1990 and 1994, OIG investigations led to 25 sucoesshil c rimin al prosecu- 
tions of HHAa or their employees ana imposed three civil money penalties. In 1993 
and 1994 alone, 39 HHAa or their employees were excluded from participating in 
the Medicare or Medicaid programs. 

The following describes some of the work that we have done in this area to date: 

We audited the cost report of one home health agency and found that the 
agency claimed ^proximately $14 million in unallowable costs during one cost 
reporting year. The unallowable costs included utility and maid service pay- 
ments for the owner’s condominium, golf pro shop expenses, lease payments on 
a luxury car for the owner’s son at college, and payment of cable television fees 
for the owner’s mother. 'Throu^ cost reports, HHAs can charge general and ad- 
ministrative costs to the Medicare program. As a result, the OIG has proposed 
to exclude this enti^ from the Medicare, Medicaid, and all State health pro- 
grams for a period of 7 years. 

We recently issued a final report of an audit of a home health agency in 
Miami Lake^ Florida in which we found that 75 percent of the claims submit- 
ted by this HHA did not meet Medicare guidelines. Visits were claimed but not 
made; visits were made to persons who were not considered homebound; visits 
were made when physicians denied that they authorized them; visits were made 
to beneficiaries who did not want the service. We estimate that of the $45.4 mil- 
lion claimed by this HHA in 1993, well over half, $25.9 million, did not meet 
reimbursement requirements. 

We have issued a draft report reporting on our audit of home health services 
in Florida. We randomly reviewed HHA claims in Florida and found that 26 
percent of claims did not meet Medicare guidelines. Eight percent of the claims 
were for visits to beneficiaries who were not homebound. Tnirteen percent were 
for unnecessaiy services. Five percent of the claims were for visits tJiat were 
either not documented, not provided, or provided less frequently than actually 
claimed. Similar efforts are planned in other re^ons where our investigative 
work, and leads from HCFA, indicate that specific problems exist. 

We have issued a draft report discussing the physician’s role in home health 
care. This is an important area, since we know that many inappropriately paid 
claims (such as those we found in Florida) could have been prevented with more 
physician involvement. We conducted interviews with physicians and home 
health agencies across the country, and reviewed Medicare claims data for bene- 
ficiaries associated with the physicians we interviewed. We found that physi- 
cians jgeneraUy have a relationship with patients for whom they sign plans of 
care. 'The physicians we interviewed report initiating referrals for nome care, 
and report that they do review the plans of care they sign. But it was also clear 
from our interviews that physicians are most involved with patients with com- 
plex medical problems, and feel less need to involve themselves with patients 
with chronic, but less complex, conditions. It’s also important to recognize that 
physicians don’t make home visits themselves, and they don’t ^rectfy manage 
the care the patient receives from the HHA. 

We will issue a final report shortly which provides information about how 
non-Medicare payers structure and manage their home health benefit. We found 
that the primary difference between Medicare and other payers is not the bene- 
fit packages they offer, but the way they attempt to control home health costs. 
Other payers are more involved in assessing how their beneficiaries might bene- 
fit from home health care, and use case managers to ensure that beneficiaries 
are properly selected, care is properly provided, and utilization and progress 
monitored. Unlike Medicare, beneficiaries are assessed copayments and told 
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what the insurer has paid the HHA on their behalf. Other health plana often 
set limits on the beneiit — capping the number of visits that can be made over 
a specdfied period, for example. 


NURSING HOMES 


Let me now turn to the issue of nursing homes. Our concerns regarding nursing 
homes fall into two primary categories: (f) fragmentation of responsibility and ac- 
countability and (2) transfers of assets to ^alify for Medicaid. 

Medicare pays for services delivered to beneficiaries in nursing homes under both 
Part A and Part B of the program. First, Medicare covers 100 days of extended care 
services for qualified beneficiaries in a Medicare participating skilled nursing facil- 
ity (SNF). This benefit was designed to reduce the lengui of stay in acute care hos- 
pitals and transition beneficiaries to their homes or to custodial care facilities. To 
qualify for the benefit the patient must have spent at least 3 consecutive days in 
a hospital, and require daily skilled nursing care or skilled rehabilitation services. 
In 1993, Medicare spent over $5 billion for SNF stays, under Part A of the program 
for more than 72^000 beneficiaries. 

But Medicare Part B also comes into play, regardless of who pays for the stay 
in the nursiiu home itself. In 1992, we estimate that Medicare Part B allowed ap- 
proximately ^ billion for services delivered to 2.1 miUion beneficiaries in nursing 
homes. Services that can be billed under Part B for such patients include physician 
services, laboratory services, radiology services, ambulance, and medical equipment 
and supplies. 

State Medicaid programs are required to cover nursing facility costs for eligible 
individuals over the age of 21. Approximately 2 million Medicaid recipients receive 
nursing facility coverage at a combined Federal and State cost of $25 billion. This 
represents approximat^y 24 percent of ail Medicaid expenditures. 


Fragmentation of Responsibility and Accountability 

We are concerned about the provision of services and equipment to beneficiaries 
in nursing homes because no single individual or institution is held responsible by 
Medicare Tor managing the benefiaaiy’s care while in a nursing home and ensuring 
that only needed services are delivered to the patient. Indeed, the incentives run 
in quite the opposite direction. A provider who offers therapy services to residents 
of nursing homes gains a market for his or her services; the patient may be happy 
to receive services of any kind, with any possibiliify that it mig^t help mem medi- 
cally or socially; and the nursing home’s own staff is relieved of caring for the pa- 
tient during the time the provider is delivering services to the patient. Likewise, 
suppliers may deliver unneeded supplies to nursmg homes for beneficiaries, but the 
nursing home has little incentive (except for limited storage space) to turn supplies 
away. 

We are also concerned that there is cost shifting between Part A and B of 
the Me^care program in the provision of SNF services. The HCFA determines the 
daily rate it will pay for care in a SNF. This rate is calculated to include multmle 
services including room and board, nursing care, rehabilitation services, and other 
routine SNF sendees. For some services, SNFs can bill Medicare Part A on the cost 
report or bill Meihcare Part B separately. As a result we have found; 

In excess of $10 million was incorrectly billed to Part B for durable medical 
equipment provided to Medicare beneficiaries in SNFs in 1992. The statute re- 
quires that OME be billed under Part A, and we recommended that HCFA cor- 
rect the system to prevent such payments and HCFA agreed. 

Hourly $67 minion in total enteral nutrition charges were allowed in both 
1991 and 1992 under Part B when much of those costs should have been billed 
to Part A. It is clear that under Part A, patients’ dietary needs should be cov- 
ered by the SNF daily rate. Enteral nutrition is a liquid dietary substitute for 
patients who cannot survive on oral feedings. 

As much as $65 million in 1992 were charged to Part B for rehabilitation 
therapy. Rather than the SNF providing the ancillaw services and char^g 
them to the Part A program, third party providers biUed the therapy as Part 
B services. 

As much as $44 million in 1992 was paid under Part B for surgical dressings, 
incontinence supplies, braces, catheters, and similar items. 

Savings could result if these items were purchased by the nursing home, acting 
as a prudent purchaser and taking advantage of discounts, rather than being billed 
to Part B and reimbursed under fee schedules. We will issue a report shortly on 
the issue of cost-shifting, and further work on pricing of products under Part A and 
Part B will help determine the amount of savings possible by eliminating separate 
payment under Part B. 
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We alao note that when aervices are billed under Part B, the beneficii^ ia liable 
for coinaurance and deductibles. In 1992, beneflciaries whose stays in SnFs were 
covered by Medicare paid up to $99 million as their coinsurance and deductibles for 
therapy, nutrition, and medical supplies and equipment billed under Part B. 

The HCFA diarea our concerns about fragmentation of billing for services deliv- 
ered to Medicare beneficiaries in nursing homes and is working on wssible solu- 
tions. One option would be a statutory *rebundlmg” provision for SNrs, similar to 
that for hospitals. Such an approach would also support work to establish a prospec- 
tive payment system for benenciaries in SNFs. 

Transfers of Assets 

One issue regarding Medicaid payment for nursing home stays involves wealthy 
individuals divesting themselves of assets in order to appear poor and meet eligi- 
bility criteria. To address this concern, the Congress has passed numerous reforms. 
We are currently in the process of reviewing State Medicaid recovery proOTams 
which were mandated by the Omnibus Budget Reconciliation Act of 1993 (OBRA 
*93). 

While many States had programs prior to passage of OBRA *93, our survey found 
that 27 States currently have estate recovery programs. We found that mature re- 
covery programs are generally successful and cost-effective and that existing pro- 
pama provide lessons on operational chaOenges. Our work builds on a 1988 report 
issued by our office in which we found that State Medicaid programs had not taken 
full advantage of transfers of Medicaid beneficiaries’ assets, liens, and estate recov- 
eries to pay for long term care aervices. 

In October 1994, we issued a report on how Medicaid and Supplemental Security 
Income recipients use trusts to shelter assets. We found that nationally, the use of 
trusts was growing and there was a significant impact on Medicaid recovering pro- 
gram costs. While OBRA *93 closed some loopholes involving the use of trusts, the 
statute contains exceptions for disabled SSI recipients which may prevent Medicaid 
from recovering its expenses. We believe that there are three areas where abuses 
may continue: (1) trust funds of disabled individuals could be spent so that the as- 
sets are depleted; (2) trust funds could be retained by the trusts uran the deaths 
of recipients, and (3) States may not have appropriate laws specifically dealing with 
recoveries from trusts. We believe that corrective action should be taken to close 
these loopholes. 


MEDICAL EQUIPMENT AND SUPPLIES 

We continue to focus on medical equipment and supplies, as we have in the past, 
but in closer partnership with HCFA and the newly established DME regional car- 
riers (DMERCs). Our investigative activity continues to disproportionately (based on 
progrcmi expen^tures) fall into this cate^ry of service. Between 1990 and 1994, our 
investigations led to 131 successful criminal prosecutions of DME suppliers or their 
employees. During the same period, we imposed 38 civil money penalties. In the last 
2 years alone, we excluded 114 DME companies or their employees from the Medi- 
care and Medicaid programs. 

We often take a close, hard look at specific items of equipment or supplies when 
we see a significant increase in payments over a short period of time. In absence 
of coverage or coding changes, or new medical information about the proper use and 
application of technology, such increases have often been an indication of fraud or 
in^propriate billings. 

For example, payments for orthotic body jackets — customized, rigid devices in- 
tended to hold patients immobile and treat patients with muscular and spinal condi- 
tions — went from $217,000 in 1990 to $18 million in 1992. We estimated that 96 
percent of those payments were for devices more properly categorized as seat cush- 
ions rather than oody jackets. As HCFA has moved to process such claims by spe- 
cialty carriers, such problems are easier to spot and address. In fact, by the time 
we issued our findings on orthotic body jackets, payments were already on a down- 
ward trend because of this change. 

Incontinence Supplies 

Incontinence supplies are supplies used for individuals who have bladder or bowel 
control problems. T^e Medicare program covers these supplies when incontinence is 
of long and indefinite duration. Lacontinence supplies inclu^ catheters and external 
collection devices such as pouches or cnips. Catneters are flexible, tubular instru- 
ments used to (xintrol urinaiy flow. The HCFA will also reimburse for accessories 
that aid in the effective use of such devices, such as drainage bags, irrigation sy- 
ri^es, sterile saline solutions and lubricants. However, certain items, such as ab- 
soroent undergarments or diapers, are specifically excluded from Medicare cxiverage. 
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Medicare allowances for incontinence supplies more than doubled in 3 years de- 
spite a drop in the number of beneficiaries using these supplies. The amount al- 
lowed for incontinence supplies rose from $88 million in 1990 to $230 million in 
1993, an increase of $142 million. During the same period, the number of bene- 
ficiaries receiving incontinence supplies fell from 312,0^ to 293,000, causing the al- 
lowance per beneficiary to increase from $282 to $786, a 179 percent increase. 

Most of these payments were concentrated in one carrier and a small number of 
suppliers and beneficiaries. We believe that questionable billing practices may ac- 
count for almost half of incontinence allowances in 1993. Approximately $88 mUlion 
was allowed for accessories that were not billed along with a catheter, indicating 
that coverage guidelines were not met. Another $19 million in allowances were 
made for beneficiaries who appeared to receive more supplies than necessaiy. 

Information from nursing homes indicates that suppliers engage in ^estionable 
marketing practices to increase their business in incontinence supplies. Twenty-four 
percent of nursing homes have reported that supplier representatives decided the 
number of supplies to be delivered in a given month to beneficiaries. In addition, 
nursing homes have reported other practices by suppliers such as the routine 
waiving of beneficiary coinsurance payments as well as oflers of inducements in ex- 
change for allowing suppliers to provide incontinence supplies to patients. 

Nursing homes have told us that some suppliers present them with false or mis- 
leading information. Twenty-two percent of nursing homes received false informa- 
tion from suppliers stating that Medicare is introducing “new broader coverage” for 
incontinence suoplies. One out of ten nursing homes has been misinformed by a 
supplier that Medicare wiU cover other routine incontinence supplies such as ab- 
sorbent undergarments if syringes, sterile solutions, and lubricants are purchased. 

As a result of our concerns regarding incontinence supplies, we have launched a 
major national investigation into the marketing and billing of these supplies to Med- 
icare beneficiaries in nursing homes. 

MANAGED CARE 

Given the growing interest and support for managed care programs, it is critical 
that these programs are weU managed, financial and programmatic integrities are 
assured, tax dollars are protected from fraud and abuse, and quality of care as well 
as access to care is maintained. Therefore, we plan to undertake a number of re- 
views to address issues involving program integrity, quality and access to care, rate 
setting, accuracy of payments, and financial integrity. 

Managed care’s emphasis on preventative and primary care is cost effective and 
much less expensive than a reliance on emergent health services. Last year, Medic- 
aid had a 63 percent increase in the number of beneficiaries enrolled in managed 
care plans (from 4.8 million to 7.8 million). There was also a 16 percent increase 
in Medicare manage care enrollment (from about 2.7 million to 3.1 n^lion). 

We have been involved in the managed care area for maiw years. Ten years ago, 
we investigated allegations of impropriety in a Florida HMO. Today, our concerns, 
as well as those of HCFA program officials and many others, extend to such issues 
as (1) the adequacy of beneficiary protections within managed care arrangements, 
and the quality of care beneficiaries receive; (2) the validity of payment methods; 
and (3) the financial viability of managed care plans. For example: 

We just completed a study on the experiences of Medicare beneficiaries who 
had enrolled in risk based HMOs. We found that beneficiaries indicated that 
risk HMOs provide adequate service access for most beneficiaries who have 
joined and that risk HMOs generally adhere to Federal enrollment standards 
for informing beneficiaries about application procedures, lock-in, and prior ap- 
proval for specialty care. However, we also reported that compliance with Fed- 
eral enrollment standards for health screening and informing beneficiaries of 
their appeal rights appeared to be problematic. 

We have been working with HCFA on ensuring that Medicare payments to 
HMOs are correct. We have completed several reviews that have identified over- 
payments to HMOs for beneficiaries imoroj^rly classified as being in an institu- 
tion, eligible for both Medicare and Medicaid, or having end stage renal disease. 
Meificare increases its capitation payments for these individuals. 

Our reviews of Medicaid HMOs indicate that rates may be set too high. When 
determining capitation rates, the Medicaid agency should consider the level and 
reasonableness of profits earned under the managed care contract, the amount 
of funds expendea for medical care, and the impact of related party trans- 
actions. 
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IMPROVING PROGRAM EFFICIENCY 

The 1995 edition of the Office of Inspector General Cost-Saver Handbook, also 
known as the Red Bodi, contains unimplemented OIG recommendations that result 
in cost savings. We estimate that these recommendations could save $26 billion an- 
nually and another $1 billion in one-time recoveries. These legislative, regulatory, 
and administrative options could be considered by policy makers to attain greater 
procram efficiemy and to enhance the viabili^ of &e trust funds. 

The Subcommittee has requested that I outline actions that we have rec- 
ommended that can be taken administratively. I would note, however, that most of 
the lar^ dollars savings items that we have recommended are legislative in nature. 
These items include mandating Medicare Part A coverage of State and local employ- 
ees hired prior to 1986, raising the Medicare retirement age to 67, expanding Mem- 
care secondaiy payer provisions, revising payment methodologies lor graduate mes- 
cal education and indirect medical education, reducing Medicare payments for hos- 
pital capital cost^ modifying Medicare payments for hospital bad debts, instituting 
craayments for Medicare laborato^ services and making this part of the physician 
office payment, and eliminating Medicare disproportionate share payments. Of the 
$21.5 billion that could be saved by implementing our Medicare and Medicaid relat- 
ed recommendations, $19.2 billion annually could be attained legislatively, while 
onlv $2.2 biUion annually relate to administrative items. Legislation is required to 
make structural changes and it is these changes that result in lam savings. In fact, 
the Social Security Art in many ways is so prescriptive in how Medicare processes 
claims, what services are covered, and how reimbursement rates are determined 
that lepslation is required for most of our recommendations. 

Admmistrative action, however, can be taken in a number of areas to improve 
program efliciencies and to prevent program abuses. The following are some of our 
adininistrative recommendations contained in our most recent version of ^e Red 
Book. 

Ambulance Transportation — ^Many payments for ambulance transports 
taking end stage renal disease beneficiaries to and from dialysis violate Medi- 
care guidelines and should never have been made. We estimate that $66 million 
could be saved by preventing payments for such services (and $509 million over 
6 years). We also believe that advance life suprart (ALS) transports should be 
paid for only when such services were medically necessary. By limiting reim- 
bursement to the basic life support level unless ALS services are necessary, we 
estimate that $47 million could be saved annually (and $235 million over 6 
years). 

Oxygen Services and Payment — We have reported on the significant vari- 
ations and shortcomings in the equipment and patient monitoring services that 
are provided to Medicare beneficiaries, which could affect the efficacy of the oxy- 
gen therapv. Given the complex nature of oxygen concentrator therapy, we have 
lecommend that HCPA develop a strategy that will ensure that Memcare bene- 
ficiaries receive all necess^ care. We are pleased the HCFA has agreed to ad- 
dress this issue by regulation. 

We have also been concerned for some time about payments for oxygen con- 
centrators. We are pleased that HCFA has begun to assess its pricing for such 
equipment. Based on currently available information, more appropriate pricing 
could result in substantial savings. In fart, we estimate that if Medicare were 
able to attain oxygen concentrators for the same price as paid be the Depart- 
ment of Veterans Affairs, savings of $567 million would result (or $4.2 buUon 
over 6 years). 

Physicid Therapy in Physicians’ Offices — We have recommended that 
HCFA take administrative action to prevent inappropriate payments for phys- 
ical therapy in physicians’ offices after finding that 78 percent of these proce- 
dures did not represent true physical therapy services. Actions which could be 
taken include condurting focused medical review, providing physician education 
activities, and applying existing physical therapy coverage guidelines for other 
settings to physicians’ offices. We estimate that these actions would save $47 
million annually (and $235 million over 5 years). 

Medicaid Coat Sharing— While 27 States use some type of coat sharing in 
their Medicaid programs, these States did not report excessive administrauve, 
recipient, or provider burdens. We recommended that HCFA promote the devel- 
opment of effective coat sharing programs and estimated that savings in excess 
of $120 million annually could be attained (and $768 million over 6 years). 

Medicaid Payments to Institutions for Mentaliy Retsuded People — ’The 
OIG has found Uiat Medicaid reimbursement rates for large ICF/MRs are more 
than five times greater in some States than in others (ranging from $27,000 to 
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$168,000 annually per resident). We outlined a number of different options for 
controlling excessive spending for these services and estimated that savings in 
excess of $680 million could be attained annually (and $3.4 billion over 6 years). 

Medicaid Generic Drugs — We have also recommended that HCFA identify 
and alert States to methods which would encourage the use of lower priced ge- 
neric drug products in the Medicaid program. We found that annual cost sav- 
ins to the Medicaid program could be as much as $46 million for only 37 hi{^ 
volume dispensed brand name drum, if the reimbursement for those drugs was 
limited to the amounts set by HCFA for equivalent generic drugs (and $246 mil- 
lion over 6 years). 

CONCLUSION 

I appreciate the opportunity to appear before you today and to share with you 
some of our concerns and woric we have done in the Medicare and Medicaid pro- 
grams. The four areas that I have discussed with you today represent veiy impor- 
tant areas and we look forward to sharing the results of our woik with HCFA and 
with the Con^ss. 

Before conduding my remarks, I would like to address the broad question of how 
we can best protect the Medicare and Medicaid programs from fraud and abuse. If 
you asked me what is different today from several years am in the fraud fighting 
environment, I would point to three factors in particular— <1) rising Medicare and 
Medicaid expenditures which create a more attractive target for the unscrupulous; 
(2) increased sophistication and complexity in the fraud schemes being perpetrated; 
and (3) inadequate resources available to address the problem. 

First, when Willie Sutton was asked why he robbed banks, he responded “Because 
that’s where the money is.” Today’s criminals may be more sophisticated, but in one 
way they remain true to their forebears. They go where the money is. In 1980, Med- 
icare program costa were $34 billion. In 1990, that number had increased to $107 
billion; and estimated 1996 costs are $177 billion. With that much money at stake, 
the lure of a fast buck is irresistible to criminals and con artists. 

Second, we see a trend towards increased complexiW and sophistication in the 
various schemes used to defraud the Medicare and Medicaid program. When we 
first started investigating health care fraud almost 20 years ago, we were primarily 
seeing instances of individual providers filing false claims for relatively low dollar 
amounts. Today we see increasingly complex schemes involving large mups of peo- 
ple and latw dollar amounts. The environment of todays health care fraud involves 
complicated reimbursement issues, medical questions, financial arrangements, and 
sophisticated computer equipment. Recently, a major health care firm that owned 
over 60 psychiatric hospitals agreed to pay the Federal Government a record $379 
million settlement. In 1992, a major laboratory firm agreed to pay the Government 
more than $110 million to settle fraud charges. The extensive amount of fraud in 
these cases illustrates the need for more investigators, along with attorneys, audi- 
tors, and program evaluators, to penetrate sophisticated schemes. 

'Third, despite the increased tl^at, the OIG’s resources have declined in the past 
several years, from 1,411 employees in 1991 to 1,207 employees in 1996. By the end 
of FY 1994, 10 OIG investigative offices in 9 States and Puerto Rico were closed. 
Since 1989, the OIG has been required to implement the financial statement au<fit 
provisions of the Chief Financial Officers Act of 1990, other new audit responsibil- 
ities, and over 32 new civil monetary and exclusion authorities, without additional 
funding for those new responsibilities. Our next challenge will be to adjust to the 
transfer of 259 staff to the Office of Inspector General at the Social Security Admin- 
istration. 

Funding our activities has been hampered by the discretionary freeze provisions 
of the Budget Enforcement Act. Budget constraints have produced the illogical re- 
sult that spending on fraud prevention and detection — activities that pay for them- 
selves many times over — has actually been curtailed. Because of this situation, we 
support a mechanism to increase funding available for combatting health care fraud 
and abuse without drawing down from the U.S. Treasury, or further burdening tax- 
payers. Under this concept, certain recoveries generated by our health care anti- 
fraud activities would be deposited into a reinvestment fund with dollars available 
to fund additional enforcement activities. Thus, the individuals who actually per- 
petrate fraud against, or otherwise abuse our nation’s health care system, wul foot 
the bill for increasing policing of those programs. Of course, restitution to the Medi- 
care Trust Funds and the tmected Medicaid programs would be made before any 
monies could be deposited into the account. In the last Congress, this concept had 
wide bipartisan support. 
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Again, thank you for the opportunity to appear before you today. I would be 
happy to respond to any questions you might have. 

Mr. Shays. Thank you. We'll hear from Ms. is it Yeager or 
Jaggar? 

Ms. Jaggah. Jaggar. Sort of like Mick Jagger. 

Mr. Shays. MickJagger. 

Ms. Jaggar. Sort of — like Mick. 

Mr. Shays. I understand. It’s very nice to have you here. 

Ms. Jaggar. Thank you. 

Mr. Shays. And we welcome your testimony. 

Ms. Jaggar. Thank you very much. Mr. Chairman, and mem- 
bers, I am, indeed, pleased to be here today to contribute to the 
concessional debate on ways to obtain health care cost savings. I 
would like to give a short statement and have my full statement 
be submitted for the record. 

We believe that rooting out Medicare and Medicaid fraud and 
abuse can save hundreds of millions, and perhaps billions, of dol- 
lars. The volume of services provided under Medicare and Medicaid 
is, as you know, growing, some would say alarmingly. Medicare 
contractors process more than 700 million claims a year, and Med- 
icaid claims processors process more than 800 million claims a 
year, 350 million of which are for prescription drugs alone. We be- 
lieve that Medicare and Medicaid are simply overwhelmed in their 
efforts to keep pace with profiteers bent on cneating the system. 

Various factors contribute to tiiis. In both • programs there are 
strong incentives to overprovide services, weak controls to detect 
questionable billing practices, few limits on those who can bill, and 
little chance that profiteers will be prosecuted or required to repay. 

While there are differences between Medicare ana Medicaid, our 
work has shown that individuals or businesses that engage in 
fraudulent and abusive practices often target both programs, and 
sometimes the CHAMPUS, veterans affairs, and woniers’ com- 
pensation programs as well. 

First let me talk a little about Medicare. We believe Medicare is 
in a strong position to combat fraudulent and abusive practices, but 
HCFA is not fully taking advantage of the programme substantial 
store of claims data to identify problems and correct them. We have 
found, for example, that fraudulent billing by providers serving 
nursing home residents is widespread. But HCFA has few controls 
to spot the nursing homes where these problems are occurring. 
Even nursing homes that increase their billings for a service from 
nominal levels to $1 million per year over a short time are not sub- 
jected to scrutiny, as was the case of one small nursing home that 
increased its therapy service billings in that range. 

HCFA also does little to check its contractors' computerized con- 
trols to flag unusually high volumes of service. That is why a psy- 
chiatrist who billed Medicare for more than 24 hours of care per 
day was paid without triggering questions from the contractor’s 
claims reviewers; or why a medical supplier was paid for huge 
quantities of surgical dressings for individual patients, more than 
would seem even possible for an individual to use. 

Also, HCFA does relatively little to check its contractors’ controls 
for assuring that only credible companies are given authorization 
to bill Medicare. For example, even companies that use post office 
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numbers as billing addresses or have little, if any, business history 
have been qualified to bill the program. This makes it easy for un- 
scrupulous providers to bill the program extensively and then dis- 
appear, just as Medicare begins to ask questions. 

HCFA has begun two major initiatives to address longstanding 
problems with inappropriate payments. First, it let a contract to 
desi^ a single, automated claims processing system, called the 
Medicare Transaction Systen^ or MTS, that promises greater effi- 
ciency and effectiveness. MTS is expected to serve as the corner- 
stone for HCFA’s efforts to reengineer its approaches to managing 
program dollars. However, full implementation is at least 3 years 
away. 

HCFA’s second initiative involves giving greater prominence to 
fraud and abuse activities in Medicare. One individual now serves 
as a focal point for health care fraud and abuse activities, reporting 
directly to the administrator. Further, HCFA recently established 
special units at each contractor site to develop and pursue fraud 
cases within the Medicare program. HCFA has also taken several 
steps recently that make it more difficult for fly by-night providers 
to obtain authorization to bill a proCTam. 

Let me, for a moment now, talk ^out Medicaid, which is also in- 
trinsically vulnerable to fraud. As you know, under Medicaid, 
States have the predominant responsibility to see that claims are 
processed correctly and that there are adequate fraud and abuse 
controls. 

States are experimenting with measures to curb fraud and abuse, 
but their efforts are hampered by many of the same management 
problems that affect Medicare. For example, we found that States 
often were not successfully using their claims data to identify prob- 
lem providers or recipients. This explains why a California phar- 
macist, during a 3-year period, routinely billed Medicaid for an im- 
probably high volume of prescription drugs — in many cases, writing 
20 prescriptions per day for individual recipients. 

Curbing Medicaid fraud, however, is further complicated by sev- 
eral other factors. First, numerous jurisdictions have responsibility 
over Medicaid fraud and abuse matters. It is not unusual for a pre- 
scription drug fraud case to involve five or more State, local, and 
Federal agencies in its investigation, prosecution, and resolution. 
And this ODviously slows things up. 

Second, unscrupulous providers can reasonably anticipate very 
light penalties. In response to limited resources, prosecutors settle 
many cases short of conviction, and in any case, the penalties are 
light. Even in the cases where penalties are high, say $20,000 or 
more, the Medicaid agencies often recover little of the money. 

Last, although providers convicted of Medicaid fraud are gen- 
erally excluded from the program, offenders frequently retain some 
connection with health care delivery. In Florida, for example, we 
found that, of nine individuals charged with Medicaid fraud in 
1990, five were still employed in pharmacies in 1992. 

^cent State initiatives to prevent Medicaid fraud include the 
use of identification cards that resemble credit cards and monitor 
utilization, prescription filing systems that can instantly link or- 
ders to the filing physician, and data analysis techniques that can 
promptly identity physicians prescribing and patients receiving 
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high volumes of drugs. Recovery of proCTam losses is also receiving 
more attention. Stronger tools are available, such as requiring cer- 
tain high volume providers to post performance bonds or other 
forms of collateral as a condition of program participation. 

In conclusion, we believe that, as the Nation’s largest health care 
purchaser and payer, HCFA should lead in developing effective 
ways to manage health care expenditures. With respect to Medi- 
care, this would entail such things as exploring opportunities to im- 
prove care management in settings such as nursing homes, where 
fraud and abuse has been a recurring problem; seeking ways to 
strengthen requirements for providers that seek authorization to 
bill the program; and developing and requiring contractors to im- 
plement better computerized checks to flag questionable claims or 
providers. 

Because these efforts are funded out of the Government’s discre- 
tionary appropriations, however, funding increases would neces- 
sitate spending cuts in other Government programs, or the kind of 
creative solution that Ms. Brown referred to. 

With respect to Medicaid, we find similar problems that need to 
be addressed. Being a State-administered program, however, 
HCFA’s role shifts from that of direct program management to one 
of leadership. This would involve documenting, guiding, coordinat- 
ing and encouraging States’ efforts. 

Finally, the problems facing Medicare and Medicaid are faced bv 
all payers, underscoring the need for comprehensive solutions. Ad- 
ministrative reform proposals from this and the last Congress 
present features that would help correct systemic weaknesses and 
oversight problems, without unduly restricting the freedom that pa- 
tients and providers have come to expect when selecting their 
treatments. 

This concludes my statement. I, too, would be pleased to answer 
any questions you may have. 

[The prepared statement of Ms. Jaggar follows:] 

Prepared Statement of Sarah F. Jaggar, Directoh of Health Financing and 
Policy, General AccourmNG Office 

Mr. Chairman and Members of the Subcommittee; I am pleased to be here today 
to discuss the challenges that face the Congress in seeking health care cost savings. 
This is an important issue because rooting out fraud and abuse in Medicare and 
Medicaid can save at least hundreds of millions and perhaps billions of dollars. 
These two pro^ams account for more than one-fourth of our national health care 
spending and, in fiscal year 1994, had over $300 billion in federal and state expendi- 
tures. 

In summary, our work clearly demonstrated that Medicare — serving the elderly 
and disabled — and Medicaid — serving the poor — are overwhelmed in their efforts to 
keep pace with, much less stay ahead of, profiteers bent on cheating the system. 
V arious factors converge to create a particularly rich environment for profiteers. For 
both programs, these include the following: 

• Strong incentives to overprovide services: The programs predominantly pay 
providers on a fee-for-service basis with relatively little management of care. 

• Weak fraud and abuse controls to detect questionable billing practices: 
Extraordinarily high volumes of services to individual patients or by individual pro- 
viders do not necessarily trigger questions by claims reviewers. 

• Few limits on those irao can bill: Companies using post oflioe box numbers 
have qualified to bill the program for virtually unlimited amounts. 

• Little chance of being prosecuted or having to repay fraudulently ob- 
tain^ money: Many cases are settled without conviction, penalties are light, and 
providers frequently continue in business. 
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Solving theBe problems will require exploring options to make greater use of man- 
aged care strategies, such as preferred provider networks or heaw maintenance or- 
ganizations (HMOs), mater investment in the people and tedinology needed to en- 
sure that federal dollars are spent appropriately, more demanding standards for 
gaining authority to bill the federal programs, and exploring administrative reform 
options proposed in various bills introduced in this and Uie last Congress to address 
health care fraud and abuse. 


BACKGROUND 

Both Medicare and Medicaid fall within tiie administrative jurisdiction of the 
Health Care Financing Administration (HCFA) of the U.S. Department of Health 
and Human Services (HHS). Medicare is the nation’s largest health payer. HCFA 
establishes regulations and policy raidance for the program and contracts with in- 
surance companies — such as Blue Cross and Blue Shield, Travelers, and Aetna — to 
process Medicare claims and perform payment safeguard or payment control activi- 
ties to ensure that Medicare dollars are used only to pay claims that are appro- 
priate. These safeguards and controls are programmed into computer claims proc- 
essing software. They trigger the suspension of payments by flagging claims for such 
problems as charging for an excessive number of services provided on a single day. 
The computer automatically holds the claim until the data are corrected. The devel- 
opment and implementation of these safeguards and controls are generally the re- 
sponsibility of Medicare’s contractors. In fiscal year 1994, Medicare contractors paid 
almost 700 million claims for about 36 million elderly and disabled Americans, total- 
ing $162 billion. 

Figure 1: Medicare Spending 1982-94 


Billions of Dollars 



Medicaid — the largest government health program for the poor— is a federally 
aided, state-administered medical assistance program. The federal government pro- 
vides a share of each state’s payment for services — ^between 50 and 83 percent — de- 
pending on the state’s per-capita income. Each state administers the program 
through its own Medicaid agency. Each agency is responsible for ensuring that pro- 
gram dollars are spent appropriately in much the same way that Medicare holds 
its contractors responsible for payment control activities. 

Medicaid spent about $143 billion (of which $81 billion was federal aid) on behalf 
of 34 million recipients during fiscal year 1994. Its size, structure, target population, 
and state-by-state variations render the program especially vulnerable to false bU- 
lings and other fraudulent activities. 

Figure 2: Medicaid Spending 1981-94 
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Billions of Dollars 



Fiscal Year 

■ State H Federal 

The introduction of managed care for Medicare beneficiaries and Medicaid recipi- 
ents offers some promise o\ decreasing fraud related to overbiliing or to providing 
unnecessary services. Though the consequences of fraud and abuse are similar — 
wasteful spending and inappropriate patient care — ^the forms it takes and the ap- 
proaches used to address it are generally different for fee-for-service and prepaid 
health care providers. 

In the fee-for-servicx reimbursement systen^ providers have the incentive to en- 
hance their income by ordering too many services. Because fee-for-service providers 
bear little financial risk for the costs of services they prescribe, providers can inflate 
fees, services provided, or services billed. Fraudulent or abusive practices in the fee- 
for-service reimbursement system include overcharmng for services provided, charg- 
ing for services not provided, accepting bribes or kickbacks for referring patients, 
and rendering inappropriate or unnecessary services. 

In contrast, prepaid health care providers, typically HMOs, are both insurers and 
providers of care. The^ bear the financial risk for their members’ care in exchange 
for a fixed, predetenmned fee per member. HMOs can, however, enhance their prof- 
its by minimiz ing spending on patient care; that is, by underserving their members. 
Consistent with this incentive, fraudulent or abusive practices found among some 
prepaid health plans in the Medicare and Medicaid programs tend to involve avoid- 
ing expensive treatments, underfinancing health plan operations, disregarding 
member complfdnts, providing poor-quality care, or using deceptive maiketing prac- 
tices, such as failing to reveal significant plan restrictions to consumers. 

Although there has been a considerable shift from fee-for-service to managed care 
in Medicaid (now about 24 percent of enrollees, up from 10 percent in 1^1) and 
to a lesser eirtent in Medicare (about 9 percent, compared with 6 percent in 1991), 
most care is still provided on a fee-for-service basis. For the foreseeable future, a 
significant though lower share of services is likely to continue on a fee-for-service 
basis, especially for Medicare beneficiaries. 

MANY FKAUDULENT SCHEMES COMMON TO BOTH PROGRAMS 

Our recent and onming work has shown that medical professionals or businesses 
that engage in fraudulent and abusive practices have targeted both programs, re- 
sulting in unnecessary Medicare or Medicaid expenditures.^ Opportumties for fraud 
exist in both Mediccuc and Medicaid because each incorporates incentives to submit 
claims for services that are not needed, not provided, or overpriced. Moreover, each 
program has control weaknesses that result in paying providers’ claims for improb- 
ably high levels of service or cost. The following are examples of abuses that nave 


'See the related GAO products section at the end of this testimony for a listing of reports 
and testimonies addressing this issue. 
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come to light through whistleblowers or some other fortuitous circumstance, not be- 
cause proOTam safeguard controls detected them. 

• Over 16 months, a van service billed Medicare $62,000 for ambulance trips to 
transport one beneflciaty 240 times. 

• For one recipient, Medicaid paid for more than 142 lab tests — mostly duplica- 
tive — and 85 prescriptions during an 18-day period. One lab involved in this exam- 
ple billed Medicaid for more than $80 million in 2 years. 

• In 1994, five individuals pleaded guilW to defrauding Medicare and Medicaid of 
approximately $4 million by using illegally obtained beneficiary identification num- 
bers and billing the programs for large quantities of diagnostic services not pro- 
vided. 

Medicare contractors acknowledge that they have difficulty controlling widespread 
billing abuses for claims submitted for such things as medical su{mlies and home 
health, psychiatric, diagnostic, or rehabilitation therapy services. In addition, be- 
cause the population served by Medicaid is relatively more transient and less likely 
to form a stable relationship with providers, additional opportunities for fraud result 
from the difficulty of verifying that patients are in fact eligible for Medicaid. Our 
recent investigations of Medicaid fraud have implicated psychiatrists, pharmacists, 
family practitioners, and clinical laboratories, among others. 

Table 1 provides traical examples of fraud in both programs, drawn from com- 
pleted or artive fraud investigations. 


Table 1: Examples of Medicare and Medicaid Fraud Investigations 


Pravidar 

FrawdulMt Behavbr 

Medicin 

IMiaid 

Psychiatrist 

Billed Medicare and was reimbursed for 
sessions that would have required non- 
stop counseling in excess of 24 hours per 
day. 

Billed Medicaid for 4,800 hours a year or 
almost 24 hours each worliday. 

Plyslclan 

Billed Medicare for flu shots offered "free" 
to nursing home residents. 

Billed Medicaid for abortions on women not 
pregnant, including one who had a 
hysterectomy. In 48 separate instances, 
he billed for 2 abortions within 1 month 
on the same patient 

OpMhalmolatist 

Physioliigical lab 

Received over $2 million from Medicare for 
medically unnecessary trans-telephonic 
EKGs. 

Performed unneeded catarect operations on 
Medicaid patients. In 6 years, he ob- 
tained $1 million from Medicaid, often 
telling patients that cataracts were con- 
tagious. 

Clinical lab 

Medical supplier 

Received Medicare reimbursement for trans- 
porting laboratory specimens — cor- 

responding to driving over 4.2 million 
miles in 2 years or almost 6,000 miles 
every day. 

Submitted claims for huge quantities of 
surgical dressings, far exceeding dem- 
onstrated need. 

Bought massive quantities of blood from 
the poor; billed Medicaid $3.6 million for 
expensive, unordered, and unnecessary 
blood tests 

Podiatrist 

Submitted claims for surgical prKedures, 
but services provided were for routine 
foot care — usually not covered by Medi- 
care. 

Billed Medicaid for high-priced custom- 
made orthotics while providing cheap 
stKk goods 

Dentist 

Billed and reimbursed for oral cancer ex- 
aminations while providing routine dental 
care that was not covered by Medicare. 

Billed Medicaid for treatments to nursing 
home residents already deceased 


Moreover, federal and state fraud investigators concur that those involved in 
these violations rarely confine themselves to a single pro^am, but rather submit 
inappropriate claims to Medicare, Medicaid, the Civilian Health and Medical Pro- 
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gram of the Uniformed Services (CHAMF’US),^ the Department of Veteran’s Affairs, 
private insurers, workers’ compensation programs — whatever is convenient. 

MANAGEMENT ILLS LEAVE MEDICARE CLAIMS SYSTEM VUU^ERABLE 

Medicare is not managing care more effectively by usin^ its substantial claims 
data to identify problem areas and implement corrective actions. Nur8in{[ homes, for 
example, provide HCFA an opportunity to reduce costs by adopting basic managed 
care concepts — identifying hi^-cost sit^ and encouramng providers to reduce costs. 
Nursii^ home residents are often a primary target of provider schemes to bill for 
unneeded or excessive services or items; abusive or fraudulent billing by providers 
serving nursing home residents is widespread. Providers that have recently been 
prosecuted or are currently under investigation for fraud by Medicare contractors 
and the HHS Office of Inspector General <OlG) include ambulance companies, sup- 
pliers of medical equipment and supplies, podiatrists, psychiatrists, and labora- 
tori es. some of which operate in multiple states. 

HCFA could identify such schemes by compiling data on Medicare reimburse- 
ments rar patient per day by nursing home. Identification of high-cost homes would 
be the first of various analyses to isolate problem nursing homes or services within 
homes. This approach would serve to pinpoint for HCFA the locations that require 
attention and the providers that serve those sites. The approach would also fillow 
HCFA to establish Mnchmarics against which to measure the success of any correc- 
tive actions that it stipulates. 

H^A also does relatively little to check contractor controls to spot questionable 
providers or the overprovision of services. For example, even companies that have 
used post oflice box numbers as billing addresses or have little, if any, business his- 
toiy have quaUiied to biU the program. Further, there are no limits on the volume 
of bills that a new provider can submit. This makes obtaining a Medicare provider 
number easy for unscrupulous providers. They can then bill the program extensively 
and receive laige payments over a brief period and disappear before (or soon after) 
Medicare bej^s to ask questions. For example, five clinicm labs (that Medicare paid 
over $15 million in 1992) have been under investigation since early 1993 for the pos- 
sible submission of false claims. The labs’ mode of operation was to bill Me^care 
large sums over 6 to 9 months, and when they would receive inquiries from Medi- 
care, they go out of business. 

Moreover, for most services Medicare contractors do not have sufficient computer- 
ized checks to flag unusually hi^ volumes of a service or supply item to a bene- 
ficiary or to the beneficiaries at a particular care site, such as a nursing home. 
These weaknesses explain why Medicare contractors processed, without questioning 

• oyer $1.2 million in claims over 12 months from a supplier of body jackets to 
nursing home residents when the supplier had previously been paid about $8,600 
for the previous year for the same item or 

• almost $1 imllion in claims over 12 months for therapy services from a small 
nursing home that previously had only nominal therapy claims. 

HCFA Initiatives 

HCFA has begun two major initiatives to address longstanding problems with in- 
appropriate payments. First, HCFA contracted for the ifosign of a single automated 
claims processing ^stem — called the Medicare Transaction System (MTS) — that 
promises greater efficiency and effectiveness. By replacing the 10 different claims 
processing systems now used by Medicare contractors with a single system, MTS is 
expected to serve as the cornerstone for HCFA’s efforts to reengineer its approaches 
to managing program dollars. The new system, which promises to format claims 
data uniformly and produce comparable payment data, is expected to provide HCFA 
with prompt, consistent, and accurate management information. Full implementa- 
tion is at least 3 years away, however. 

HCFA’s second initiative involves giving greater prominence to fraud and abuse 
activities in Medicare. One individual now serves as a focal point for health care 
fraud and abuse activities, reporting directly to the Administrator of HCFA. Fur- 
ther, HCFA recently established special units at each contractor site to develop and 
pursue fraud cases within the Medicare program. Before the development of these 
units, following up on fraud allegations and developing cases for referral to the GIG 
were often seen as collateral duties and given low priority. HCFA has also taken 
several steps that make obtaining authorization to bill the program more difficult 
for fly-by-night providers. 


*CHAMPUS is a Meral medical program for militaiy dependents and retirees that pays for 
care received from civilian hospitals, physicians, and other providers. 
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SYSTEMIC PROBLEMS INCREASE MEDICAID’S VULNERABILITY 

Medicaid also is intrinsically vulnerable to fraud. First, the pronam is larrc, with 
costs increasing at more than 10 percent a year. By the year 2000, tiie (^nms- 
sional Budget Office anticipates uiat, without m^or changes, the federal ware 
alone will approach $160 billion, suipassing the current totm spent by federal and 
state governments combined. Medicaid generates a correspondingly laif[e number of 
claims: approximately 800 million a year. This volume makes ex amining claims 
closely for abusive or fraudulent practices diiTicult. 

Second, because Medicaid has traditionally paid providers on a fee-for-service 
basis and has nominal if any copayments. Medicaid oners no financial disincentives 
to heavy use by honest recipients, rnudi less those who may participate in dubious 
schemes. 

States have the predominant responsibility to see that claims are processed cor- 
rectly and that adequate fraud and abuse controls are in place. While some states 
are experimenting with measures to curb fraud and abuse, including managed care 
alternatives such as HMOs, their efforts are hampered by the same management 
problems that affect Medicare, as well as resource limitations. As a result, data are 
used ineffectively and convicted offenders receive light penalties and their 
postconviction involvement in federal health programs is poorly scrutinized and in- 
adequately controlled. 

Data to Detect Fraud Are Not Effectively Used 

State Medicaid wencies have claims data and other records that can be used to 
identify patterns ofixitential fraud, abuse, gross overuse, or inappropriate or medi- 
cally unnecessary care. However, in our recent study of prescription drug diversion, 
we found that state Medicaid agencies — faced with unreliable and incom^ete data — 
generally do not rely on analyses of their data to identify patterns of potential fraud 
or abuse. Instead, most alleged abuses are identified through tips or other fortuitous 
means. Other abuses are referred to prosecutors by the state agency resixinsible for 
administering the pro^am, but even these abuses are seldom revealed by routine 
analysis of existing claims data. 

An example from California illustrates how fraud ^oes undetected far too often. 
We found that a pharmacist was billing and being reimbursed by Medicaid for dis- 
pensing large volumes of prescription drugs. For 3 years the volume of prescriptions 
was improbably high — in many cases more than 20 prescriptions a day for a single 
recipient. The state’s reporting system, however, did not trigger an investigation of 
the pharmacist nor of any of the recipients. A tip ultimately revealed the scheme. 

Complexity of Administration Makes Extensive Coordination Necessary 

Curbing Medicaid fraud is complicated by the numerous jurisdictions having re- 
sponsibility. For example, a typical drug mversion case may involve five or more 
state, locm, and federal agencies in its investigation, prosecution, and resolution. 
However, at the time of our study, no oivanizational unit within HCFA was dedi- 
cated to cuibing fraud and abuse, and HCFA was not directly involved in drug di- 
version cases. U is too early to judge whether the recent appointment of HCF A’s 
focal point for health care fraud issues can significantly improve coordination, but 
the appointment is a step in the right direction. 

Financial and Other Penalties Are Light 

Unscrupulous providers can reasonably anticipate very light penalties — if they are 
caught. First, in response to limited resources, prosecutors settle many cases short 
of conviction. Plea bargaining is common. Many first offenders are subject to what 
in Florida, for example, is caUed pretrial diversion, or equivalent agreements where- 
by their court records are sealed if they abide by the terms of judicially approved 
probation for 1 year. 

Second, financial penalties are light even for a provider whose billings can be in 
the millions of dollars. In more than one-half the cases we reviewed across four 
states, restitution amounts were nominal — $5,000 or less. Providers usually paid 
these amounts. But in cases in which courts set restitution at $20,000 or more, the 
Me^caid agency recovered only a small percentage of the dollar amount established. 
In one case in which restitution was set at $220,000, only $4,000 had been repaid 
over 2 years later. 

Although providers convicted of Medicaid fraud are generally excluded from the 
program, offenders frequently retain some connection with health care deliveiy and, 
therefore, have subsequent opportunities to commit violations. Federal laws are in 
place to exclude convicted providers from program participation, but apparently no 
one with authority and adequate resources is following up on individuals charged 
or convicted. In Florida, for example, we found that 



91 


•of nine individualB charged with Medicaid fraud in 1990, five — including a phar- 
madat excluded from program participation — were employed (as of July 1992) in 
pharmacies that served Me^caid recipient^ and 

• of live pharmacies charged with fraud in 1990, three were excluded from Medic- 


1 in 1990, three were excluded from Medic- 


aid participation. One pharmacist-owner sold his store but is still employed there 
as a pharmacist, and the other two re-enrolled in Medicaid under new ownership. 
One of the new owners is married to the convicted former owner. 

Faced with such problems in following up on crimes within their own borders, it 
is not surprising that state oilicials caimot prevent incursion by offenders from out 
of state. We found that several providers in New York who were suspected or con- 
victed of fraud, were associated with Florida health care facilities; a clmical lab, and 
a nursing home that reportedly receives both Medicare and Medicaid funds. 

Some State Initiatives Appear Promising 

States have some systematic controls designed to prevent prescription drug diver- 
sion and other types of Medicaid fraud. Because even the best up-front controls are 
never l(X)-percent effective, states also have procedures for pursuit, punishment, 
and financial recovery. 

Advanced identification te<hnology and automated systems that can flag sus- 
picious activity can prevent or detect fraud early on. Recent initiatives in some 
states include (1) the use of identification cards that resemble credit cards and that 
monitor utilization, (2) prescription-filing systems that can instantly link orders to 
the filing physician, and (3) ^ta analysis techniques that can promptly identify 


more certam pursuit of onenders uses multiagency task loroes to coordinate case de- 
velopment. Alternatively, the authorities can bypass the criminal pursuit process 
throu^ innovative adininistrative remedies. In New York, for example, providers 
applymg for Medicaid certification agree up front that the state can umlaterally 
cancel their participation without proof of fraud. 

Recovery of program losses is also receiving more attention. Stronger tools are 
available, such as requirements that certain high-volume providers post perform- 
ance bonds or other forms of collateral as a condition of program p^icipation. 

Althou^ hard evidence of the success of prevention und detection measures and 
harsher sanctions is generally lacking, encouraging signs exist. For example, a com- 
bination of initiatives in New York is associated with an 8-percent decrease over five 
yean in the number of Medicaid prescription claims and a sharp reduction in spend- 
ing for the most abused prescription drugs. 

EXPLORING ADMINISTRATIVE REFORM OPHONS 

In seardiiiu for solutions, we ^ould not overlook some suggestions made in this 
and the last ClongTess for reducing vulnerability to fraud and wuse. Various admin- 
istrative reform proposals include options worthy of exploration, such as streamlin- 
ing and enhancing health care information systems and strengthening laws and en- 
forcement mechanisms. 

Regardless of reimbursement method — fee-for-service or managed care — ^the con- 
sensus is that streamlined and enhanced health care information is needed by Medi- 
care and Medicaid. Such information can enhance the det^ion and pursuit of 
fraudulent and abusive providers. In addition, the ability to exchange such informa- 
tion across programs and between monitoring and enforcement agencies can flirther 
facilitate fraud prevention, pursuit, and punishment. Such information exchange 
would be one element of a broader program of coordination and cooperation. 

Aiuither reform that we and others have proposed involves legislation to enable 
Medicare program safeguard funding, which produces at least $11 for every dollar 
spent, to keep pace with the growth m program expenditures. On a per-claim basis, 
federal funding for safesuara activities has declined by over 32 percent since 1989. 
Indeed, adjusted for inflation, funding per claim has decreased by 43 percent. In 
large part, the decline in program spending for these activities correspond with 
passage of the Budget Enforcement Act of 1990. That act established limits — or 
caps — on domestic discretionary spendimr. includinir spendintr for Medicare prooram 


This means that even though appropriating additional funds for safeguard activities 
would result in a net budgetary gam, under current law, it would necessitate offset- 
ting cuts in other areas. Recognizing a similar situation with respect to Intern^ 
Revenue &rvioe compliance activities, the 1990 act included a limited exception to 
the spending caps to facilitate adequate funding for such compliance activities. 
Therefore, the Congress is able to increase funds for such activities without cutting 
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fundinK for other domestic discretionary pro^ams. If a similar exception were pro- 
vided lor Medicare program safeguards activities, it could ultimately lead to signlii- 
cant savings to the federal government. 

CONCLUSIONS 

As the nation’s largest health payer, HCFA should be a leader in developing effec- 
tive ways to manage Health care expenditures. With respect to Medicare, this would 
entail such things as 

• exploring cmportunities to improve care management in settings such as nursing 
homes where fraud and abuse has been a recurring problem, 

• seeking ways to strengthen requirements for providers that request authoriza- 
tion to bill the program, and 

• developing and r^uiring contractors to implement better computerized checks to 
flag questionable claims or providers. 

Because these efforts are funded out of the government’s discretionary appropria- 
tions, however, funding increases would necessitate spending cuts in other govern- 
ment programs. We have been recommending since May 1991 that the Congress 
consider extending the budget option available to the Internal Revenue Service 
under the 1990 Budget Enforcement Act. If a similar option was available to Medi- 
care, HCFA would tie able to provide its contractors with the necessary incentive 
to prevent or recover losses resulting from exploitative billings. 

With respect to Medicaid, we find similar problems that need to be addressed. 
Being a state-administered pro^am, however, HCFA’s role shifts from that of direct 
program management to one of leadership. This would entail documenting, guiding, 
cooriinating, and encouramng states’ eflbrts. HCFA could also address other — 
overarching concerns revealed hy our study, such as whether — and how — state laws, 
federal retirements, and other factors inhibit prosecution or attempts to recover 
payment of cla ims subsequently determined not to be authorized by law. Moreover, 
while all jurisdictions have resource constraints that limit oversight, investigative, 
and prosecutorial efforts, an absence of federal leadership has kept states from mak- 
ing the best use of the resources they do have. 

Finally, the problems facing Medicare and Medicaid are faced by all payers, un- 
derscoring the need for comprehensive solutions. Administrative reform proposals 
from this and the last Congress present features that would help correct systemic 
weaknesses and oversight problems without unduly restricting the freedom that pa- 
tients and providers have come to expect when selecting their treatments. Adopting 
broad-based administrative reforms would significantly enhance the detection and 
pursuit of fraudulent and abusive providers. 

Mr. Chairman and Members of the Subcommittee, I want to thank you for the 
opportunity to speak before you today. This concludes my prepared statement. I 
would be pleased to answer any questions. 

Mr. Shays. Thank you both. As I listen to your testimony, I feel 
the frustration of a chairman who has five departments to over- 
see — we have HHS, Labor, Education, Veterans Affairs, and HUD 
as well. Our committee could spend all its time on not just one de- 
partment, but a portion within one department. So what we’re 
doing right now is we’re kind of getting an overview. 

And its helping all of us decide where we’re going to zero in. ^d 
we’re going to zero in not just within a department, but within a 
department, we’re going to zero in in some area in particular and 
play it out until the very end, until we see some tanmble result 
from our work. I’ve been a Member 7 years now, and I nave heard 
from you the tremendous abuse. 

Your comment, Ms. Jaggar, of people who have abused the sys- 
tem and are still in the system. I’d like you both to spend some 
time and tell me what happens to some of the particular abusers? 
■V^at is the penalty that they pay? Are they out of the system? Do 
they lose tJieir license and so on? And we can maybe start with 
you, Ms. Jaggar. 

You had a bar chart, and you showed on page 6 of your testi- 
mony, a psychiatrist, and a physician. I want to know what hap- 
pened to these people. Here’s someone who billed for more than 24 
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hours in a day, both Medicare and Medicaid. Do you know what 
happened to them; what penalties they paid? 

Ms. Jaggar. I could get the information specifically about the in- 
dividual examples, because they come from different sources. We’ve 
done work in California, in southern Florida, in New York. The 
Medicaid work was done in several States. And I’m sorry I can’t 
tell you the answer in that specific one. But there are different sto- 
ries. 

I saw you react when I mentioned the case where the individuals 
were again associated with pharmacies. In that particular instance, 
I know that there were several instances where an individual’s 
spouse was now running and owning the pharmacy. The individual, 
who had been originally implicated in the fraudulent activity and 
punished for that, suffered the punishment, came back, and was 
then still associated with the provision of health care services 
through the pharmacy. But it was not directly him, it was his 
spouse who was now the owner and the operator of it. 

Mr. Shays. Just give me examples of what happens to some of 
these people. It doesn’t have to be that individual. Ms. Brown. 

Ms. Brown. Well, we have quite a few remedies at our disposal. 
One of the things that my office does is to exclude people from the 
program, which is comparable to debarring a contractor in the De- 
partment of Defense, where they can no longer work on any of the 
Government proCTams. I will give you just a couple of examples of 
the kinds of promems we’ve run into. 

For instance, the place in Florida that I mentioned in my testi- 
mony that had over a 70 percent rate of false billing — ^a home 
health agency named St. John’s. They immediately filed for bank- 
ruptcy wnen they felt that we were -closing in on them. 'Therefore, 
we will have a great deal of trouble collecting any of that money 
back. 

We were able to, of course, stop the advance payment that they 
had been accustomed to getting. But it’s going to be difficult to re- 
cover some of the funds in that case. In another case 

Mr. Shays. What is the name of the company? \^ere is it? 

Ms. Brown. It’s Saint John’s Home Health care. 

Mr. Shays. And where? 

Ms. Brown. It’s in Florida. 

Mr. Shays. Now, are they totally out of operation? 

Ms. Brown. No, they are still operating. We have done the audit 
of their books and records. And I was referring to that when I said 
there were so many false billings; that over 70 percent of their bil- 
lings were false in this particular period that we audited. 

Mr. Shays. I don’t want to just belabor this, but you’re losing me 
here. You’re saying that you have accused them of 70 percent false 
billing. 

Ms, Brown. That’s right. 

Mr. Shays. And you’re saying to me, they’re still in business. 

Ms. Brown. Well, you don’t immediately, upon presenting this, 
exclude them from the program. 

Mr. Shays. Do you have an assistant who would like to assist 
you in this? You’re more than 

Ms. Brown. This is Mike Mangano, my Deputy. 
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Mr. Mangano. Actually, they did file for bankruptcy, and they 
are now out of business. But we have a claim against them for al- 
most $26 million for the claims that were unallowable. The worth 
of the company is very minor at this point. Well never get that 
kind of money back. We’ll be lucky to get about $1 million back. 
But they are out of business now. 

Mr. Shays. Well, they’re basically crooks. 

Mr. Mangano. Yes, sir. 

Mr. Shays. They’re basically crooks. Are they going to jail? So, 
the company is out of business, big deal. 

Mr. Mangano. Once we finished with the audit, we came up 
with this specific amount of unallowable claims. We immediately 
started a criminal investigation, and that’s underway right now. 
Charges are being brought against them, and the investigation is 
going forward. 

Mr. Shays. And when did you make your finding of the 70 per- 
cent? 

Mr. Mangano. We issued the audit report, probably, it was about 
October. And the investigation began immediately thereafter. 

Mr. Shays. Before I ask Mr. Fattah to ask questions, can you 
give me an example of some others? I just want to have a sense — 
my sense is that people know that they can rip off this system with 
impunity, basically. That’s my sense. My sense is that, Ms. Brown, 
in your testimony, you basically ended your conclusion, you said 
first, “when Willie Sutton was asked why he robbed banks, he re- 
sponded, because that’s where the monev is." 

‘Today’s criminals may be more sophisticated, but in one way 
they remain true to their forbearers — they go where the money is. 
In 1980, Medicare programs costs were $34 billion. In 1990, the 
number had increased to $107 billion, and estimated in 1995, $177 
billion. With that much money at stake, the lure of a fast buck is 
irresistible to criminals and con-artists.” 

And then you make the point, it gets more sophisticated. My 
sense is that we’ve simply let people get away with it. We catch 
them; we tell them, you’re caught; they go out of business and they 
continue to exist. And as someone who’s voted for a lot of these pro- 
grams I’m getting to the point where I just want to eliminate these 
programs. I don’t want the Government to do it, because mv sense 
is tnat the Government is not going to make sure that people, once 
they get caught, are going to pay for it, go to jail, be disgraced. 

Ms. Brown. Some sentences have been light, but I think we have 
come down pretty hard on a lot of others. We are veiy short of re- 
sources, another point I was trying to make. After the transfers to 
the Social Security Administration, we’ll have about 125 criminal 
agents. And for a program this size, that’s actually ridiculous. 

Mr. Shays. Yes. 

Ms. Brown. The year I came to HHS, we had closed 10,000 cases 
without investigation because of lack of resources. 

Mr. Shays. Well, that’s a very important point to make. The few 
that you are able to catch, what happens to them? Think of all the 
others Aat know they can get away with it. I’m going to come back 
and ask more questions. Ajnd I’ve gone over my time. Mr. Fattah, 
you have time to ask a question. 
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Mr. Fattah. Thank you, Mr. Chairman. Let me in some ways 
echo the chairman’s concern. We had an incident in Philadelphia 
with a pharmacist who was billing an extraordinary amount — over 
$1 million — ^for tiie disbursal of prescription drugs in a neighbor- 
hood where there were a number of overdose deaths because of this 
particular type of drug mixture. 

And when the prosecution took place, it was a paltry punishment 
for the principal player involved. But that was handled, obviously, 
through the U.S. attorney’s office in Philadelphia. Let me say, how- 
ever, let me just get to the real issue, though, about how you can 
really clamp down on some of this fraud. Now, I understand that 
Janet Reno has said that health care fraud is a major priority in 
her department. 

Ms. Brown. Yes. 

Mr. Fattah. Is there some type of interagency work group on 
this issue? 

Ms. Brown. Absolutely. 

Mr. Fattah. And talk a little bit more, because I think that you 
make an excellent point that you do need, in fact, more resources 
if we want to effectively combat this problem of criminals. But they 
are criminals with major resources who have created a fairly com- 
plex web of very intricate ways to bilk the system. 

Ms. Brown. Well, everybody claims they need more resources, 
and that’s one part of it. 

Mr. Fattah. Some people actually do. 

Ms. Brown. The coordination effort, I felt, was critical in order 
to pull together all the resources that are scattered throughout the 
Nation looking at health care fraud. The group that you mentioned 
at the Department of Justice is headed by Jerry Stem who works 
for Jemet Reno in charge of her health care coordination. 

We have a group that meets at least monthly. The criminal divi- 
sion of Justice is represented, the civil division, my office, and the 
FBI. Then we bring in various others on an as-needed basis. We 
regularly go over all of the major cases and we have significant 
task forces operating throughout the country. 

One of the biggest task force is in Philadelphia, where we worked 
there with the U.S. attorney. We have had a great deal of success 
with that approach. We’re working many of these cases jointly. 

Mr. Fattah. Let me ask you a followup question. Is there some 
way in which the Congress could help by strengthening the legal 
framework under which these abusers could be punished? I know 
the Congress seems significantly enthusiastic in its effort to go 
after teenage mothers or others who may be similarly abusing the 
public tmst. 

Are there ways that we can tighten the criminal code and civil 
code that could assist you and this task force in your effort into 
health care fraud? 

Ms. Brown. There are a number of changes that would be very 
helpful. 

Mr. Fattah. Could I ask that you provide that to the committee 
and its members, if the chairman would receive it? 

[The information referred to follows:] 
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RESPONSE TO WRITTEN QUESTION SUBMITTED BY HON. CHAKA FATTAH TO JUNE GIBBS 

BROWN 

Question: Is there some opportunity in which the congress could help by strength- 
ening the legal framework under which abusers could be puni^ed? 

Answer: We could work more effectively if the Congress could take action in two 
particular areas: ensuring adequate investigative resources and strengthening pro- 
gram exclusion provisions. Regarding resources, funding for OIG activities has b^n 
hampered by the discretionary freeze provisions of the Budget Enforcement Act. 
Bud^t constraints have produced the illogical result that spending on fraud preven- 
tion and detection — activities that pay for themselves many time over — ^has dually 
been curtailed. New resources are needed to fight burgeoning health care fraud and 
abuse. Accordingly, we support legislative- proposals establishing a mechanism 
whereby fiindi^ to combat fraud and abuse is increased without drawing down 
from the U.S. Treasury or burdening taxpayers further. Under such an approach, 
financial recoveries derived from health care fraud cases (fines, penalties, damages, 
and assessments) would be deposited into an account to be made available for the 
future funding of fraud and abuse enforcement activities. Of course, full restitution 
of monies lost due to fraud should be made before any funds are to be deposited 
in the account. 

Regarding strengthen the program exclusion provisions, let me give some back- 
ground information. There are various conditions under which the law either re- 
quires or authorizes us to exclude certain providers from participating in Medicare, 
Medicaid and other State health care programs. These exclusions, when imposed, 
extend to preventing the individual or entity from participating in any Executive 
Branch prcxmrement or nonprocurement program or activity. There are a couple of 
lo^holes that need to be closed. 

First, we have found that unscrupulous company owners move from company to 
company after company is convicted and excluded. As our authority now standis, if 
an owner is convicted and excluded, such as because of a program-related convic- 
tion, then we have no recourse to take action against the owner of the company. 
That individual is free to reincorporate or start another business with no fear of ex- 
clusion. If we were empowered to act against the culpable individuals in such a situ- 
ation, then we would be able to close the door on “mobile” owners. 

Second, we suggest that the Civil Monetary Penalty Law (CMPL) (section 1128A 
of the Social Security Act) be further strengthened by expan^ng its coverage to en- 
compass employers who bill Medicare, Medicaid, and otner State health care pro- 
-ams for services rendered, ordered, or directed by excluded employees. Currently, 
Me “strict liability” standard for imposing monetary penalties only applies to the 
excluded provider for claims submitted, or cause to be submitted, for services that 
he/she renders while excluded. Expanding CMPL coverage to the employers of ex- 
cluded providers would encourage health care employers to ascertain the program 
participation status of employees prior to submitting claims for program payment 
for services rendered, ordered or directed by such individuals. Moreover, such an 
amendment would give the OIG the authority to hold the employer “strictly liable” 
for health care claims submitted for services rendered, ordered, or directed by an 
excluded employee. We encourage the Subconunittee to consider such an amend- 
ment. 

Ms, Brown. I’d be happy to do that. Thank you. 

Mr. Fattah. ok. And let me ask one followup question. Would 
it be possible that, or would it make a difference, if physicians were 
involved in the case management? On a case-by-case basis, could 
it, in fact, help identify what services are needed and which weren’t 
and so on? And what efforts are being made in that regard? 

Ms. Brown. We definitely need somebody that’s in charge of case 
management. That’s done in the private insurance companies. We 
see a completely different effect as a result of it. We looked at those 
physicians who were involved with patients, and found that they 
seldom are actually visiting nursing homes and so on. They seem 
to be working the more complex cases, rather than the chronic 
things that they can’t do a lot about other than the maintenance 
of the individual. 
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So there needs to be a decision as to who that case manager is. 
But that definitely is something I would recommend — that there is 
an individual who is responsible for case management. 

Mr. Fattah. Well, with the time that I have left, if you could go 
back, then, to my second question, and outline, if you would, just 
two or three points in which you think the Congress could take ac- 
tion that would be helpful in terms of the prosecution and effort 
to get at this health care fraud. 

Ms. Brown. Yes. Most of the statutes that we’re working under, 
we can apply to Medicaid or Medicare. We need them to be more 
broadly applied so that they could be used for any of the illegal ac- 
tivities, regardless of which program was being defrauded. When 
we go in and do an investigation, we usually find that people are 
defrauding CHAMPUS, the Grovernment health care insurance pro- 
CTams, and private practitioners, too, in the insurance industry. 
And so it would be helpful if we could broaden the language. We 
need a bill that would apply to health care specifically. Right now 
we’re using kickback laws and others that have 

Mr. Fattah. Do you use the RICO statutes at all? 

Ms. Brown. Yes, we do. 

Mr. Fattah. All right. You wanted to respond. 

Ms. Jaggar. Yes. If you don’t mind my adding on, I have two dif- 
ferent points I’d like to make. First of all, Senator Cohen, the 
chairman of the Senate Special Committee on Aging, has long been 
a foe of fraud and abuse. He reintroduced a bill which I might com- 
mend for your consideration, on January 19th. It’s S. 245. It has 
been described as a kind of a reprise of some of the fraud and 
abuse legislation which was, as Ms. Brown mentioned, considered 
and, I think, had wide bipartisan support in the last Confess. It 
did get attached to most of the health care reform proposms, most 
aspects of it. And since none of those passed— both parties attached 
it — ^it went down also. 

But it has many aspects that I think we and the IG believe 
would be very helpful, including some more specifications of pen- 
alties and forfeitures and more collaboration and coordination be- 
tween different units and so on. And so that may be a framework. 
It certainly has many people’s considered thoughts included in it 
that would be useful to you. 

Mr. Fattah. Thank you. 

Ms. Brown. We strongly support that bill. I testified before Sen- 
ator Cohen yesterday to that effect. 

Ms. Jaggar. Right. I wanted also to mention to you something, 
which is that the kinds of fraud that we’re talking about are associ- 
ated with the sad nickname of “pay and chase.” In other words, we 
have already paid, and then we’re trying to collect the money. And 
so one of the things that we think is very important, and that 
HCFA and the contractors and many people are working very hard 
on, would be those kinds of things which would prevent the pay- 
ment in the first place. 

Thank heavens for computers. They will enable us, they do en- 
able us, with proper resources and with attention and creativity to 
try to prevent the kinds of things from occurring. For example, it 
is possible for contractors who process the claims — I’m now speak- 
ing of Medicare contractors — to put out, in advance, a policy that 
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notifies people who are going to be billing that you have to bundle 
the services. Or that a daily rate covers these kinds of things. Then 
things aren’t unbundled and billed separately. 

Because, as you know, 1 plus 1 plus 1 sometimes equals 10, 
when it really should only equal 2 because of the economies of 
scale. There are methods like that which the contractors are put- 
ting into place, and which we endorse. There are also new kinds 
of computer technology and computer logic — it’s called fuzzy logic — 
that different vendors are experimenting with. 

And we think the Health Care Financing Administration should 
have the resources to take more advantage of those kinds of capa- 
bilities that would enable them to avoid incurring certain costs. So 
that the screens that they have in place when the bills come in pre- 
vent them from being paid in the beginning. 

That cost avoidance is an important part of the fraud process 
that we didn’t dwell on here, but I think you should be thinking 
of in your efforts. 

Mr. Fattah. 'Thank you very much. 'Thank you, Mr. Chairman. 

Mr. Shays. Before calling Congressman Martini, I would like to 
have you think of calling on some of those people convicted of seri- 
ous wrongdoing and have them come before our committee. I'd love 
to know how their mind works. I’d love to know how they justify 
what they do. 

'They may, in some cases, see the reflations a certain way and 
say, that’s tiie way we can get our job done. But in other ways, 
they’re just appearing to continue to rip off the system. 'The payoff 
is so big, you’re chasing the money after you’ve given it. 

Mr. Martini. 

Mr. Martini. 'Thank you, Mr. Chairman. And first. I’d like to 
compliment you, Mr. Chairman, for holding today’s hearing; and 
also thank the witnesses for their testimony; and follow up on some 
of what you’ve already asked. I’m here as a new Member, but I’ve 
heard my chairman this morning express his sense of frustration 
after being here 8 years. And listening to him and saying there’s 
almost a feeling on many of our parts to just abandon profams be- 
cause of the rampant fraud, waste and abuse that exists in so 
many Federal programs. 

And frankly, I, too, agree, having been in the private sector for 
many years and having had little elected-official experience, that 
there’s a prevalent attitude of Americans out there, when it comes 
to Federal Government programs to almost cheat these programs 
with impunity, .^d there’s almost a sense, having been a formal 
Federal prosecutor for a while, there’s almost a sense that it’s OK. 

I mean, it’s a loophole which we are entitled to take advantage 
of. And I’m committed to — and the reason I’m here today is com- 
mitted to work toward changing that mental frame. But I think we 
have to do other things as well. 'There’s one example — we’ve talked 
so far this morning about the problems with the system. 

And you mentioned just recently, pay and chase is so often the 
case. Td like to just bring your attention to what’s called the Non- 
emergency Medical Transportation Program. And in reviewing that 
in preparation for today, I find that last vear, April 1994, Congress- 
man Kchard Baker brought to eveiyone’s attention then that there 



99 


was abuse in the Medicaid unnecessary nonemergency transpor- 
tation process. 

And I’m looking at some newspaper articles, which back then, 
several Members of Congress called for a need to address this, a 
need to improve this, change this, et cetera. And it makes common 
sense to me. I think anybody reading these articles would agree 
that this was abusive; that taxi cab companies, particularly in cer- 
tain areas of the country, were taking advantage of this apparently 
loose process of getting paid for transporting people to — actually, it 
was supposed to be for medical care, but in often cases it was to 
the mall, it was elsewhere. 

And millions of dollars were being spent for that. What disturbs 
me is that we’re here today, and then I see another newspaper arti- 
cle as recently as February 25, 1995, which says county cabs lead 
Florida in Medicaid fares. And once again, a year later, we see that 
there’s apparently, from my observation, and anybody in the public 
reading these articles, would say that the Federal Government still 
has not gotten their program together or gotten their act together 
with respect to this. 

And so my question to you is, what, if any, measures have been 
taken in a year to remedy this situation, to close some of those 
loopholes? Because looking at this almost as a lay person, I would 
think that there were things that could be done administratively 
that would have stopped this abuse. And yet a year goes by, and 
the abuse continues in proportions that are outrageous to most of 
us. 

So I ask you, what measures were taken last year? And that 
probably was not the first time that you were aware of this abuse. 
And what measures have since been taken to try to correct that? 

Ms. Brown. We have done several reports in the area of emer- 
gency transportation. One of the issues was basic life support 
transportation, as compared to advanced life support, where Medic- 
aid was often being billed for advanced life support transportation 
when it was unnecessary, when it was merely — perhaps an emer- 
gency, but the kind of thing that didn’t require all the extra equip- 
ment that was available on the vehicle. 

We proposed that the States contract with some of the available 
ambulance services, or have their own where they only billed us for 
the amount of service that was necessary. One particular area is 
with end-stage renal disease patients. We did some work in that 
area and found that people were using ambulance services to go in 
for their routine dialysis treatment. We could spot these because of 
the regularity of the service requirements. 

Now, if somebody is unable to sit up and really is 

Mr. Martini. May I just, in the interest of the time factor here, 
I’m really referring to the use of taxicabs for what were routine, 
supposed to be, medical services. And yet it appears, in reading 
these articles, common sense would tell you this is being rampantly 
abused. So you talked about pay and chase and then you say that^ 
often the problem, which I respect. 

But this would seem to me some internal administrative regula- 
tions could quickly have nipped this in the bud. And that’s the 
great sense of frustration that most Americans have with these 
programs. You’re talking to me today, again, about another report. 
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And yet, I don’t mean to — but that’s too often what we hear. And 
a year goes bv, and another $100 million are spent. And it would 
seem to me that this would not take this kind of effort to try to 
clean up. 

Mr. Mangano. There’s a couple of points I would like to make. 
One, would depend on if these ambulance services were Medicare 
or Medicaid covered. If they were Medicaid, the State would be set- 
ting up the regulations and the enforcement mechanism to ensure 
that only the appropriate ones were taken. Our focus in our office 
has been around Medicare. Medicare has very strict regulations as 
to what services ought to be reimbursed. And ambulance services 
can, if there’s an emergency situation and the person cannot sit up. 

Ms. Brown. But not the taxi service. 

Mr. Mangano. That’s correct. No taxis are ever reimbursed by 
Medicare. This is an area that we have found fraught with fraud. 
There had been, as you rightly suggest, a number of times when 
taxicab companies that are less than ambulance companies have 
billed for Medicare services for ambulances. When we have found 
that, we have investigated them and prosecuted them criminally. 

We’ve been pushing HCFA for the last IV 2 years — the Health 
Care Financing Administration — to strengthen the regulations on 
ambulances. And just this last fall, they are convinced that they do 
need to do something in this area, and they’re revising their regu- 
lations and their enforcement mechanisms to take care of the kinds 
of problems that you suggest. 

Mr. Martini. Well, thank you. If my questions were misdirected 
toward you, but it had to do with Medicaid, primarily, and the use 
of taxicab transportation, which, if you read these articles, you be- 
come quickly outraged by the obvious abuse that’s going on right 
now. .^d there’s no indication in these articles that the Govern- 
ment is doing anything to stop this. And this would seem to be a 
minimum effort to stop this. 

There’s things here, for instance, lack of documentation of estab- 
lishing where you picked the person up and where you take them 
to. So there’s no documentation, and yet we pay for that fee. We 
pay for that taxicab rate, without even knowing that they were 
picked up at their home and taken to a doctor’s office. They may 
have been dropped off at a mall. And that would be a simple effort 
to try to correct, I think. But thank you very much. 

Mr. Shays. We’ve been joined by Mrs. Morelia, and we give her 
the opportunity now to ask questions. It’s nice to have you here. 

Mrs. Morella. Thank you. Thank you very much, Mr. Cheiir- 
man, for calling this meeting, too. It’s very informative. There were 
two questions I wanted to ask this wonderful first panel. One has 
to do with SSI, particularly because as we look at this welfare bill 
that will be coming before us. As you note, there are some simifi- 
cant changes because of the problems that have arisen, I think, 
that you would concur with, with regard to definition of eligibility 
for children. 

Would you like to comment on whether you think the welfare bill 
goes far enough; whether you think it’s the right direction; or the 
misuse and abuse and, I suppose, fraud with that facet of SSI? I 
direct that to the inspector and the others. Thank you. 
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Ms. Brown. Well, the SSI, of course, covers others as well as the 
children. But the children aspect 

Mrs. Morella. The children, particularly. 

Ms. Brown. There was a Supreme Court decision called the 
Zebley decision, which defined children’s eligibility in terms of 
being age-appropriate behavior. I personally question whether that 
was what Congress intended when they included children who 
were mentally disabled. As a result, the system was flooded with 
new applicants. And thousands more entered the rolls. 

There’s been a lot of concern about whether or not these children 
are actually able to function in a normal manner as a result of the 
treatments they get, because all they’re getting is payments — a 
monthly amount of money — which was, originally, in the law of 
SSI, intended to replace earnings. And children wouldn’t have 
earnings anyway. There’s no restriction of any kind on whether or 
not the money is used for the children’s benefit. 

So the family can buy whatever they consider necessary. We 
found that over 80 percent of the children could overcome their dis- 
abilities; that these disabilities were something that they could out- 
grow, or with some special assistance, outgrow and lead a normal 
life. Therefore, we were proposing that there be some kind of re- 
quirements and evaluation, and that they are receiving the right 
kind of training or medical assistance during the time they are 
under SSI, in order to overcome their disabilities. 

Mrs. Morella. So, I guess many of them — they called it what, 
the attention deficit syndrome? 

Ms. Brown. Attention Deficit Disorder. 

Mrs. Morella. Disorder. But as you say, it’s simply age-appro- 
priate behavior. So evidently the welfare bill is going further in 
that regard. But it also does address the use of drugs and alcohol- 
ism, in terms of taking those people off the rolls. Any comments on 
that? We’ve had a lot of abuse. 

Ms. Brown. Yes. There’s another aspect of the SSI program 
which covers drug addicts and alcoholics. We did some work in that 
area and we found that, although the rolls kept growing for people 
on this program, that virtually nobody was ever getting off of it ex- 
cept due to death or going on some other disability program which 
was the result of perhaps a liver disorder or something that was 
resulting from their addiction. 

The changes proposed there, I think, will be very helpful. Where 
the people have got to be in treatment during the time they’re col- 
lecting the money, and there would be a 3-year limit on how long 
they could be xmder the program. It would give them more incen- 
tive to get better, where, otherwise, it was a disincentive. 

Mrs. Morella. I’m glad to hear that. One final question for the 
GAO. I notice that one of the agency recommendations is that the 
Administration on Aging should revise its current method of cal- 
culating State grant funds under 'Title 3 of the Older Americans 
Act to allot more funds in proportion to current elderly populations, 
as required by law. 

I’m on the steering committee on this White House Conference 
on Aging. I’m very interested in that recommendation and what’s 
happening and what caused the recommendation to come about. 
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Ms. Jaggar. Actually, it’s a rather complicated issue. We have a 
report on that. We would be glad to come up and give you or your 
staff a briefing and go through the details. It’s a formula dispute. 
And, of course, formulas are so important because that determines 
who gets how much of the money. And at this point, there’s basi- 
cally a disaCTeement — I’m tremendously oversimplif^ng this — be- 
tween the Administration on Aging and GAO. 

We recommend that the formula be calculated in a certain way. 
They recommend a different way. And we would be pleased to go 
through the 

Mrs. Morella. Splendid. Which way would help the State of 
Maryland on it? [Laughter.] 

Ms. Jaggar. We’ll come and talk to you about it. 

Ms. Morella. Good. Thank you. Thank you very much, Mr. 
Chairman. 

Mr. Shays. I’d like to first ask both of you to help me define 
what adequate is, in terms of the number of inspectors. Do we base 
it on the total number of inspectors per $100 million of outlays, per 
the number of contractors? How do we determine what you need 
to do your job, both of you? 

Ms. Brown. All right. My staff is about 1,200 people. It has been 
reduced from almost 1,500 in 1992, which, I think, was a more rea- 
sonable number. We have more programs and more responsibilities 
now than we did at that time. 

Mr. Shays. Would you come back to the committee and tiy to 
give us a sense of how many contractors we’re dealing with? Give 
us some sense of guideline as to what it was 5 years ago versus 
now. Do you have more contractors in the business? Do you have 
a lot more outlays? Obviously, you do. 

I still think 1,200 is not a small number of people, if used well. 

In your statement, Ms. Brown, you said, “If you ask me what is 
different today from several years ago in the fraud-fighting envi- 
ronment, I would point to three factors in particular — one, rising 
Medicare and Mechcaid expenditures which create a more attrac- 
tive target for the unscrupulous; two, increased sophistication and 
complejuty in the fraud schemes being perpetrated; and three, in- 
adequate resources available to address the problem.” 

And then down later you say, “Today we see increasingly com- 
plex schemes involving large groups of people, laige dollar 
amounts. 'The environment of today’s health care fraud involves 
complicated reimbursement issues. Medicare questions, medical 
questions, financial arrangements and sophisticated computer 
equipment.” TTien you say this: “Recently, a major health care firm 
that owned over 60 psychiatric hospitals agreed to pay the Federal 
Government a recorded $379 million settlement.” 

Think of what I just read. Why wouldn’t you mention the name 
of the firm? 

Ms. Brown. I’m happy to mention the name of the firm. 

Mr. Shays. No, but just think about it. Just think about our 
mentality a second. You’re telling me that in your judgment, they 
ripped on the system. 

Ms. Brown. Yes. 

Mr. Shays. And you have a settlement in which you’re getting 
close to $400 million. 
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Ms. Brown. Yes. 

Mr. Shays. And yet you intuitively decided vou wouldn’t even 
mention the firm’s name. And they’re still doing business. And they 
basically defrauded the system? 

Ms. Brown. ’That’s National Medical Enterprises. They had 60 
psychiatric hospitals. Part of the settlement was that they had to 
sell these hospitals, or divest themselves of the hospitals. 'Aiere are 
ongoingi criminal prosecutions going on for individuals that were in- 
volved in that. But the name nas been widely publicized. I guess 
just in the writing of it, the point was 

Mr. Shays. I think it’s a mentality, I honestly do, because there 
are other examples, Ms. Brown. “Psychiatrist billed Medicare and 
was reimbursed for sessions that would have required nonstop 
counseling in the excess of 24 hours per day. Billed Medicaid for 
4,800 hours a year, or almost 24 hours each work d^.” ’That psy- 
chiatrist got away with just being called “psychiatrist.’*^ 

“Physician billed Medicare for flu shots offered free to nursing 
home residents. Billed Medicaid for abortions on women not preg- 
ntmt.” That’s beautiful. “Including one who had a hysterectomy. In 
48 separate instances, he billed for two abortions within 1 month 
on the same patient.’’ I mean, that’s a crook, who is identified as 
a physician. And I can go on. 

“A clinical lab received Medicare reimbursement.” Don’t you get 
a sense of where I’m coming from? I mean, why are we letting 
them get away with it. I mean, see, my sense is that they should 
be called before the committee and they should be asked why they 
did it, 100 different questions. And if they have good reasons, fine. 
If they don’t, a little humility in this process wouldn’t hurt them. 

But if they get away with it — and there are a lot of them evi- 
dently. .^d it seems to me they get away with it. So I guess what 
I would like you to do, if you would, Ms. Jaggar, is would you give 
me the names of each of these individuals? And I’m going to ask 
my staff to call them up. And I’m going to just ask them — they may 
have some interesting stories to t^l. 

Ms. Brown. Mr. Chairman, if I could just mention, we did ex- 
clude 1,063 people from the program last year so that they cannot 
work on any Government programs. Although we haven’t named 
them all in our testimony, we are not ignoring the fact and not tak- 
ing action. 

Mr. Shays. You know what would be interesting, would be to go 
back and find out how many of them are back in the system some- 
how. I bet a lot of them are; I really do. I’m not putting blame on 
you all. 

We’re going to work closely with the minority on this issue. It’s 
not a Republican or Democratic issue. There are a lot of people rip- 
ping off die system. And I really think there’s a mentality that 
says, do it until you’re caught and stop and then wait awhile and 
then do it again when time has run out. And the payoff is just so 
significant. 

So I think what one of our tasks will be is to make it uncomfort- 
able for them. Mr. Fattah. 

Mr. Fattah. Thank'you, Mr. Chairman. Let me congratulate you 
for the work that you have done to get at this problem with the 
meager resources at your disposal. I have a kind of a general ques- 
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tion, and we hear this term a lot, and it’s actually in the commit- 
tee’s work-up, waste, fraud and abuse. 

Ms. Brown. Yes. 

Mr. Fattah. So if you could, as the inspector general, if you 
could help me understand in a general sense, how much of the 
problem, if we could quantify this, how much is on the side of 
waste and how much is on the side of fraud and abuse, and see if 
you could help me with that. And also, this issue of the people who 
are perpetrating the fraud — to what degree is this weiming in on 
the corporate and kind of profiteering side of fraud, and then indi- 
viduals who are somehow abusing these programs. If you could just 
make some general comments about those questions, it would be 
helpful. 

Ms. Brown. OK Of the 8 billion, over 6.6 million of that is in 
legislative changes. Those are various twes of what I would con- 
sider wasteful or inefficient practices of some kind. And we have 
been able to point those out to the Congress, and they have made 
legislative changes so that fixes were in the works. And we are able 
to have savings as a result of that. 

There have been administrative changes in over $200 million as 
a result of that. Audit disallowances account for almost $900 mil- 
lion. These are where we find unallowed costs are included in the 
billings. It’s very important to audit these contracts to make sure 
that we’re not overpaying. We have over 300 billion investigative 
receivables. 'These are the kinds of things that are a result of fraud. 

That’s kind of the breakout of the 8 billion. 

Mr. Fattah. OK Did you want to comment? 

Ms. Jaggar. I do, because I think your question also goes to the 
broader issue in the health care world, if I understand it correctly? 

Mr. Fattah. Right. If we have limited resources, we wanted to 
go after this problem, on which side of the ledger would we be fo- 
cused if we wanted to be most effective at getting at the heart of 
the problem? 

Ms. Jaggar. I don’t think that your question, if you’ll forgive me, 
can be answered the way you’d like it to be because there are so 
many different aspects. Of course, it’s such a huge industry — $1.2 
trillion, or one-seventh of the economy. But even in the areas like 
Medicare as a secondary payer, something we’ve not addressed 
here today, where if you re an elderly person and say your spouse 
works so you have coverage vmder your spouse’s health policy, that 
policy would pay first before Medicare does. 

Even that runs into hundreds of millions of dollars a year. Now, 
it’s not easily classified as waste. It’s waste — someone else should 
pay for it first, that’s the law. It’s not fraud, probably. It’s not 
abuse. But you see, it’s a complicated issue. 

Further, in the identification and the development of the prob- 
lems that we find here, many times we would identify, through 
using computer screens, “an aberration.” 'The immediate reaction is 
“Gush, this looks weird. How come — just to use the vernacular — 
how come these numbers are so big when before they were so 
small? Is this a mistake?” You don’t Know until you get the data 
and you start pursuing the problem. And this is why it’s so expen- 
sive. Just because you identify something that looks very confusing 
doesn’t mean that there’s fraud. It may be real. 
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Then, once you get into it, you say, oops, this may be fraud. Then 
you have to develop it. So, there’s not an easy answer. 

Mr. Fattah. Let me ask one last question, then, Mr. Chairman. 
These providers who fraudulently ripped off the system, are they 
just able to rip off the Government, or are they also ripping off pri- 
vate sector entities also in these billings? Because Congressman 
Martinez, I believe it’s him, kind of indicated that he was frus- 
trated because these people are able to get at the Government. 

My understanding is that with these crooks, as the chairman 
called them, have been quite ingenious and also able to rip off peo- 
ple who are not as perhaps inefficient as the Federal Government 
supposedly is. 

Ms. Brown. You’re absolutely right. The same kind of thing is 
happening throughout the health care industry. And it’s one reason 
for the growth in costs. In some cases there’s a difference. I men- 
tioned in my testimoiw that most of the insurance companies will 
have a care manager for someone in a nursing home, and they will 
see to it that proper care is given, but not excessive care. 

So there are some things we can learn from the private sector. 
'There are some things they learn from us, as well. If I could. I’d 
like to respond a little more to your other question. 

Mr. Fattah. OK 

Ms. Brown. One of the things that we do in our work planning 
that I think is critical is, we use our audit or evaluation resources 
to go into those areas where there has been fraud or some other 
kind of misdeed that has occurred to make sure that the system 
is fixed. Now, we’re not able to stay ahead of it; we’re always lag- 
ging behind. But we do put a great deal of effort into that process. 

And that’s where we get these legislative changes and adminis- 
trative changes and so on, because we go in, find out what is the 
newest area, through some kind of exception reporting, which has 
been mentioned, where we find that there’s been tremendous 
growth — 9,000 percent growth in the female urinary collection de- 
vices, not male, just female — and find then that there’s some kind 
of a glitch in the system that we can fix. Then we pursue that. 

Mr. Fattah. I guess the heart of my question was that there 
seems to be a lot of interest among politicians in someone abusing 
food stamps or someone applying and staying on unemployment too 
long or welfare. And what I’m trying to understand is that there 
doesn’t seem to be the same level of interest, except, perhaps, from 
the chairman who I’ve seen this morning passionately concerned 
about pharmacists and other people who are really ripping off mil- 
lions from the system, but who somehow escape the same kind of 
passion and anger of tiiose of us who supposedly are protecting the 
public from these abuses. 

And I was trying to get a sense of, on balance, where the heart 
of this problem remly rests, and whether it was with these individ- 
ual abusers or whether or not these corporate crooks deserve more 
of our attention and resources. 

Ms. Brown. I agree with your conclusion there. 

Mr. Fattah. Thank you. Thank you, Mr. Chairman. 

Mr. Shays. I thank the gentleman. We’ve been joined by Mr. 
Barrett, Wisconsin. Mr. Barrett, you have the floor. 



lue 


Mr. Barrett. Thank you, Mr. Chairman, I appreciate your hold- 
ing the hearing. I apologize for being late. I was in another hearing 
that coincided exactly with the time of this hearing. I perhaps will 
follow up on Mr. Fattah’s comment about concentrating on issues 
that affect poorer people. But rather than doing just that, I want 
to touch on one issue that is generally associated with poorer peo- 
ple, and one that is generally associated with wealthier people to 


sort of balance things out. 

I obviously didnT get a chance to hear your testimony, Ms. 
Brown, but I saw in your testimony that you touched on the whole 
issue of transfer of assets, nursing nomes, the growth of trusts, and 
what we should be doing there. If you could comment on that and 
what steps you think Congress should take to deal with that prob- 
lem is my first question. My second question deals with SSI and 
children, which deals with poorer children. So let’s start out with 


the first issue, if you would, please. 

Ms. Brown. All right. We have found that when a person passes 


on, the estate is not able to repay some of the Medicaid money 
that’s been paid out in their behalf, because they have put their as- 
sets in a trust to protect those assets from the cost of their long- 
term care, .^lerwards, we try to get that money back from the 
trusts. In many cases, those assets have been protected in a way 
that the Government can’t get at it. 

And I would be glad to supply some suggestions as to legislative 
changes that would be helpful. 

Mr. Barrett. I would be very interested in doing that. Have you 
taken any steps thus far to legislatively address that issue? 

Mr. Mangano. Actually, we’ve been conducting a number of 
studies since probably 1988. And a number of the recommendations 
that we have made have already been built into legislation to tight- 
en that area. The concept here is, the persons on long-term care 
are being supported by the Medicaid program. And that’s fine and 
appropriate. But if they have assets, the assets ought to be recov- 
ered to pay for their care when the assets are no longer needed by 


the person. 

A number of the suggestions that we’ve made over the years 
have been built in where the State agencies are required to attach 
those assets after the person passes on and collect them. About 27 
States around the country do have fairly aggressive pro^ams now 
to go after the assets. Those programs are very cost-efficient. What 
we^ like to see is an extension into some of the areas that Ms. 


Brown just mentioned — the trust areas that are protected by law 
right now. Where those resources ought to be reclaimed by the pro- 
grams, the laws ought to allow that to happen. 

Mr. Barrett. Is this use of trusts something that is new, or has 


it grown rapidly? 

Mr. Mangano. There has been a skyrocketing increase in the 
practice of law called elder law. And as a matter of fact, a report 
that we did in 1988 became one of the first calling cards of the 
elder law persons. They went through and saw all the loopholes in 
the law and began to develop their practice to go out Emd counsel 
people, now, here’s how you can get around the Medicaid law by 
using this loophole or that loophole. 
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Elder law has skyrocketed and it’s a big business around this 
country today to help people divest their assets, pass them on to 
their cnildren well before they become eligible for a nursing home. 
So you’re right on target by identi^ng that. 

Mr. Barrett. OK. ^e second issue I wanted to talk about was 
the issue of SSI and disabilities in kids. And obviously, this week 
on the floor, we’re debating welfare reform. That issue is addressed 
in the Republican bill. It’s addressed somewhat in one of the Demo- 
cratic alternatives. What are your feelings? Is there a problem? 
Should it be addressed? 

Ms. Brown. One aspect of the SSI program for disabled children 
was a part of a Supreme Court decision called the Zebley decision. 
In that decision, they made a determination that age-appropriate 
behavior was the criterion that should be used to judge whether or 
not a child was mentally disabled. And as a result of that deter- 
mination, they would then get an income per month. That monthly 
income is over $400 a month in many cases for each child, with no 
limit on the number of children in a family. 

So, as you can imagine, there are people who see these families 
with more than one child having this regular income coming in, 
and they feel that the children are not that handicapped. And, in 
fact, we did a report that showed that, I believe it was, 83 percent 
of the children could overcome their handicap with the proper 
training. Now, there are no criteria that these children should re- 
ceive any particular type of training or personal benefit from the 
funds that m to that family. 

I do think there’s room there for Congress to reconsider the defi- 
nition — whether this is what they intended in providing this in- 
come, using that definition. I also feel that there could be a re- 
quirement where certain medical kinds of benefits should go to 
those children to take care of their handicap, to make sure that 
they become productive citizens as a result of the treatment that 
we’re providing. The money that we’re providing should go to treat- 
ment. 

Mr. Barrett. Thank you very much. 

Mr. Shays. I thank the gentleman. I just want to quickly just 
ask one question as it relates to home care. Home care has no 
copayment; is that correct? 

Ms. Brown. That’s true. 

Mr. Shays. When I was visiting a Section 8 housing about IV 2 
months ago, I was told by residents that they routinely invite home 
care providers to come in, to talk to them, to help them clean up 
their room, et cetera and so on. No copayment at all; no disincen- 
tive to the patient for calling someone to come and keep them com- 
pany. Let me just say that we write the law that way, so obviously, 
we’re not blaming anyone else. 

And I would make a point in regards to Mr. Barrett’s questions. 
We’ve written a law to allow for divestiture after 3 years, correct? 
In other words, after 3 years — and that’s the law. And a lawyer ad- 
vising a client in a family would risk — lawyers at least like to tell 
me they would risk this — but certainly advising their patients of 
their rights is very important. We may need to revisit the law. 

Mr. Mangano. Mr. Chairman, with regard to home health agen- 
cies, to get the benefit, the beneficiary must require skilled nursing 
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care on an intermittent basis. The person must be homebound, and 
the person must have a physician certification that they require 
these services. So the kind of case that you just mentioned would 
be outright fraudulent. 

Mr. Shays. OK. And because it would take the physician, and it 
would say that they’re homebound. 

Mr. Mangano. That’s correct. 

Mr. Shays. And yet I was talking to them in the basement as 
they were coming to an event. 

Mr. Mangano. That’s correct. But this industry does have its 
problems. And you’ve pointed one of the issues, and that is 
copa5Tnent. We’ve done some additional analysis, and looking at 
private payers, what do private insurance companies do to keep the 
cost down? One of the things that they do is a copayment. Another 
is that they have a case manager to require that all the services 
are provided. 

Another is a limitation on the number of visits. There is no limi- 
tation in the Medicare program. 

Mr. Shays. The gentleman, for the reporter, was Michael 
Mangano. Make sure you leave your card with her. You got away 
with not being sworn in, which is a real trick in this committee. 

Mr. Mangano. I swear to tell the truth. 

Mr. Shays. I know you do. I thank all of you. We will be working 
closely together. If my staff isn’t in daily, at least weekly, commu- 
nication with you. I’d like to know about it. And I also want to say 
to you, it’s very important for me that your reports and your work 
get public attention. And I just asked my executive director of the 
committee to write to all the inspector generals to invite you to ask 
us to hold hearings on any issue that you have had a focus on, that 
you think needs to have attention. 

And we will give that request a lot of weight. I thank you very, 
very much for coming. The next panel is comprised of three individ- 
uals; Patrick Fagan, John Liu, and Gail Wilensky. And it’s nice to 
have all three of you. Is there anyone else who’s joining you, be- 
cause I want to swear them in now, rather than have them come 
in later. OK, Gail Wilensky has not yet appeared. If she appears. 
I’d like to be told about it. 

[Witnesses sworn.] 

Mr. Shays. 'The acting ranking member has a question which I 
think is a very valid one, and I’d love him to 

Mr. Fattah. Mr. Chairman, I raise the question to you. The tes- 
timony of the two gentlemen before the panel seems to be signifi- 
cantly off point from what is indicated as the expected focus of this 
hearing, /md I’m trying to, perhaps, elicit a response from you as 
to — especially if the next panel of witnesses is, indeed, on point — 
to what we have just been talking about, where we are in this proc- 
ess. 

Mr. Shays. I think that’s a very fair request. The purpose of this 
hearing is to have a sense of our cost savings in the department, 
to look at waste, fraud and abuse in ways for cost savings. And I 
do note that Patrick Fagan is going to talk about evaluating HHS 
programs. And John Liu is going to be talking about streamlining. 
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What’s on target in this committee is to look at cost savings that 
can take place in the Department of HHS. Is that your sense? Is 
that what both you gentlemen will be addressing? 

Mr. Liu. Yes, Mr. Chairman. It was our understanding that the 
purpose 

Mr. Fattah. Not to belabor the point. 

Mr. Shays. No, we’re not going to belabor it. This is important. 
And I want to establish a coherent practice so the majority and mi- 
nority are not surprised, and we work well together. So let’s talk. 

Mr. Fattah. We just spent more than IV2 hours talking about, 
for instance, fraud and abuse and specific funding programs in the 
department. None of the testimony by the two gentlemen here re- 
lates to that, as far as I can identify. At least 95 percent of it 
doesn’t. Mr. Liu’s testimony is poliw judgments about whether we 
should be funding a national AIDS program office, or rather we 
should be investing in minority health care professionals. 

It is a separate line of discussion. It would seem to me, then, the 
issue of how corporations and others are abusing reimbursement 
practices in home health care or how children are being 
misclassified in SSI. And again, not to prevent them from testify- 
ing, I’m just saying that it seems to me that we’ve kind of turned 
the train around and we are oflF focus. 

And I do note that there’s another panel, and their testimony is 
on point to what the committee just got finished discussing. 

Mr. Shays. When we describe what we’re going to do, we said 
the second hearing will explore how HHS could improve effective- 
ness in economy of its operations and programs. Essential to the 
hearing is the question of coordinating of HHS services and the op- 
portunity to consolidate a multitude of HHS programs. Basically 
what I’d like both of you to focus in on is, we’re always going to 
be, in every hearing, focused on waste, fraud and abuse. 

The central point of this hearing is ways to affect opportunities 
for cost savings at HHS. So if you could focus your time and atten- 
tion on that, that would be well. Mr. Fagan, I’ll be delighted to 
have you speak first. 

STATEMENT OF PATRICK FAGAN, SENIOR HUMAN SERVICES 

POLICY ANALYST, HERITAGE FOUNDATION; AND JOHN LIU, 

SENIOR HEALTH CARE POLICY ANALYST, HERITAGE FOUN- 
DATION 

Mr. Fagan. Great. Actually, I’d like to come right to the point 
that Mr. Fattah has raised, because I think it’s 

Mr. Shays. Sure. And let me just make this point to you. Any 
reference and comments you want to make about the testimony 
you’ve already heard, you both have been in the room, you’re more 
than welcome to do that as well. Thank you. 

Mr. Fagan. Sure. Actually, I used to serve as a Deputy Assistant 
Secretary at HHS in the Office of Planning and Evaluation. And 
we were in each year on the whole clearance of the HHS’ budget 
before it went forward to the Office of Management and Budget. 
And in there, there was an analysis of everything. And it is based 
on that experience that I have formed my own conclusions that 
there’s a tremendous amount of waste — ^not fraud and not abuse — 
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but a tremendous amount of waste right within the veiy structure 
ofHHS. 

And there's a tremendous amount of moneys to be saved by hav- 
ing a look at that. As 1 have stated in my testimony, HHS is so 
big, there is so much of it there, that I would suggest nobody 
knows all of HHS. There are so many different agencies and 
subagencies within HHS who all address — or not all, but many of 
them address the very same issues, sometimes without even know- 
ing that they exist. 

In the last couple of years, while I was there in the Bush admin- 
istration, it was a very good 

Mr. Shays. How many years were you there? 

Mr. Fagan. I was there for 4 years, from the beginning through 
to the end of the Bush administration. And I was in the — my pur- 
view was social services. But I also did a fair bit in aging, because 
the part of ASPE, as it’s called, the planning and evaluation think 
tank of HHS that looks over things also had overview on what is 
going on in aging. And I did like the comments and the question 
by Mr. Barrett, actually, by the way, was right on line about that 
whole massive growth in the legal expertise of how to shelter as- 
sets and all the rest, to the detriment of the Federal Government, 
is a big, big area. 

But coming back, within HHS itself, I would contend nobody — 
I know definitely that nobody at the top of HHS — ^knows the extent 
of the whole agency. If you were to get a description of HHS right 
down to the division level, with the mission of each division, the 
budget it spends, the tasks it has undertaken, you will find, time 
after time after time again, throughout HHS itself, with everybody 
with very good intentions and with top professional work, a tre- 
mendous amount of waste. 

Because there is no coordination. Over the last 30, 40 years, es- 
sentially, HHS has grown massively without ever having to had to 
defend itself; without ever having had an overall audit. I would 
suggest, if you wanted to get real savings, massive Federal savings, 
do an audit of HHS. Find out where the overlaps are. If there are 
none, great. But I contend there are many. 

Let me give you one example. My background is a social sci- 
entist. I have a great almost passion for good use of data. And it’s 
a gnreat way, by the way, to build across party differences, across 
ideological differences, to find out and start out with good, descrip- 
tive data that everybody agrees with. Because part of my purview 
was aging and disabilities in ASPE, where we use a lot of research, 
I had some familiarity with where research was going on. 

But just 4 weeks ago, I got a fax letter from CDC, where I had 
inquired about some data. And on the top of the fax was a division 
of disabilities research. I was very surprised. I thought I knew 
where the disability research was going on. Now, I hadn’t made a 
particular effort to fully find it all when I was in HHS, but I never 
knew that that existed down in CDC. 

There are other areas — if you look at the whole area of surveys, 
which I have submitted on here, there’s a tremendous frustration 
on the part of the survey directors. And those I know, they’re very 
good professionals — a tremendous amount of work being done. But 
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there is a real lack of coordination, not just surveys within HHS, 
but the other agencies, actually, that are part of your purview. 

If you were to look at all the surveys that go on, the national sur- 
veys, the lack of coordination of stratepf — and I contend that as we 
move in, and we’re now at the veiy beginning of the information 
age — the future role of the Federal Government is going to be mas- 
sively involved in having ^od data, particularly if you devolve 
more and more down to the States. 

It’s by the comparison of how States are doing differently with 
pretty much the same distributions of money. But some States are 
going to be doing better than others. And as you get that stoiy out, 
the citizens of one State are going to demand, how come our State 
isn’t doing as well with pretty much the same amount of revenues? 
It will force a tremendous amount of reform. As I’ve suggested 
here, actually, when Secretary Bennett was in the Department of 
Education, he had for a short while a use of data which was called 
the wall chart, which did an interstate comparison of how States 
were doing. 

'That resulted in a tremendous amount of pressure for reform at 
the State levels. But that is no longer there. Those reforms save 
a tremendous amount of money, increase a tremendous amount of 
productivity. So the more you push productivity, the more you get 
out of your bang for your buck, the less waste you have. So this 
is why you contend all of this is very much on target and appro- 
priate to your mission. 

Where the waste in HHS begins is here in Congress, if it doesn’t 
demand that oversight, if it doesn’t know what’s going on. It’s al- 
most like if you were to take an analogy with an international cor- 
poration owning factories that it doesn’t know exist; of employing 
managers doing tasks that it isn’t aware it does; or of having fac- 
tories competing each other or tripping over each other. That is a 
waste that starts here. 

And that’s why I suggest it is so big a task, the size of HHS, it’s 
as big as the Canadian economy. Not the Canadian budget, the Ca- 
nadian economy. To have a description of that would be very en- 
lightening. The other suggestion that I make in there for an open- 
book policy v.'hich would be very easy to introduce in the next cou- 
ple of years. Not easy this year, but easy over the next 3, 4 years. 

’There is a finance officer at every level of Government, right 
down to the lowest level. I suggest that every finance officer in 
HHS, and in all other departments across the Federal Government, 
siibmit on disk and get into a central computer, exactly what was 
spent on what for what purpose by whom; very simple. Just get it 
up there. That itself will be a tremendous reform at pushing effi- 
ciency and effectiveness within the departments. 

And that openness, where the citizens can look and see, it will 
cause — I’m sorry to say — I suspect for a while it will cause Con- 
gressmen grief, and as a result, it may not get enacted. But as citi- 
zens look and see, it’s a great way, the openness of the book, it’s 
almost like the inspector general would have a couple of million an- 
cillary inspector generals looking at stuff. 

That sort of openness will push a tremendous reform and help — 
actually the civil servants inside HHS that I got to know are very 
dedicated people. And the instance I was going to take was that of 



112 


where in the last couple of years there’s been a big push for case 
management and inte^ation of services. Well, right within the Hu- 
bert Humphrey building, people who are involved and tiding to 

B ull off integration of services couldn’t pull it off within Hubert 
[umphrey building, in terms of reconciling regulations, because 
different subagencies within the same building have territories 
which overlap and mandates which give this group power to regu- 
late and that power to regulate there. 

If you can’t pull off an integration of regulation within Hubert 
Humphrey building, how can you pull off an integration of services 
at a local level or across the county? 

[The prepared statement of Mr. Fagan follows:] 

Prepared Statement of Patrick Fagan, Senior Human Services Policy 
Analyst, Heritage Foundation 

My name is Patrick Fagan, and I am the Senior Policy Analyst for Family and 
Culture at The Heritage Foundation. I was also a Deputy Assistant Secreta^for 
Planning and Evaluation in the Department of Health and Human Services (HHS) 
for four years during the Bush Administration. My testimony represents my per- 
sonal views on reforming that Department and should not be construed as rep- 
resenting any ofTicial position of The Heritage Foundation. 

I wish to thank the Chairman and the Committee for this chance to testify on 
this important matter. 

HHS has grown massively in size and budget since the beginning of the war on 
poverty in 1%6, though some of its functions predate that time. 

Under the protection of Congresses that were supportive of expanding government 
functions, and with a strong Mlief in the efficacy of government services, HHS has 
never really had to justify itself and its performance, and as a bureaucracy has re- 
^nded with continuous growth of overlapping agencies, subagencies and divisions. 
By now HHS is like a mushroom system: we know it is there because some if it 
b^mes visible but its infrastructure is hidden, vast and out of view below the sur- 
face. The very nature of all bureaucracies makes performance evaluation difficult; 
in HHS it is presently impossible. 

I suggest mat nobody has a full description of HHS. Descriptions at the agency 
level exist, but it is below the agency level that the real confusion begins. Congress 
nee^ to make sense of HHS even before reforming it. To accomplish this Congress 
needs a clear and detailed description of HHS. Such a description would go down 
to the division level in all agencies and would be accompanied by a mission state- 
ment of every division, a list of all major projects undertaken in the last five years 
that bear on that mission, total budgets for the divisions for those years and total 
number of staff with GS levels for each division. It is only at the division level that 
you will be able to see the vast overlap of functions ... an overlap that thwarts 
any effective service of the nation, as bureaucrats stumble over conflicting regula- 
tions and areas of responsibility. 

The business world has already undergone a massive change of its bureaucracies 
driven by the loss of market share and of profits as the fast flow of information in 
this computer age permitted smaller and mmble companies to serve customers let- 
ter, with hi^er quality and lower prices. Quick responsive decision making was im- 
possible in the large corporate bureaucracies. Such bureaucracies are now a thing 
of the past in business. 

Academia is about to undergo a vast shakeup as information becomes almost free 
and universally accessible through Internet. 

Government likewise must also now undergo a similar massive shakeup because 
the work of bureaucracies is mainly information work. Congress needs to lead the 
bureaucracies into the information age and help them serve the nation well by re- 
forming their operations. The confluence of Congress’s desire to reform HHS with 
the arrival of new computer technologies make that reform both timely and more 
possible than any time in the last three decades. To begin this process it is time 
to conduct a radical review of HHS in particular, the biggest and the most sprawl- 
ing of all the civil service bureaucracies. 

THE MAJOR tasks OF HHS 

HHS, like other federal bureaucracies, is involved with the distribution of three 
major resources: money (or material), data and insight . . . three very different 
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types of resources which demand three very different types of operations and organi- 
zational cultures. 

1) The distribution of material resources to the states; this primarily involves the 
transfer of monies so that states may provide services and support to those in need; 
e.g. Medicare, Medicaid, and AFDC. 

2) The procuring and distribution of national survey data which describes how we 
are faring as a nation on issues of interest such as health indicators, disease preva- 
lence, poverty rates, drug and alcohol addictions and the myriad other data a mod- 
em nation needs to guiife its next plans and actions. Among the many agencies in 
HHS (and also in many other departments) there are many national surveys con- 
ducted on different issues. 

3) The development and dissemination of insight knowledge in areas where fur- 
ther insigiht ana wisdom is desirable nationally: the Nation^ Institutes of Health, 
are the bigrcst example of this but again ma^ divisions in different agencies are 
also devote to this type of knowledge, e.g. the (Jenter for Disease Control. 

I would submit that these three missions, money, data and insight, cover the bulk 
of HHS services to the nation,^ and are the areas which call for intense assessment 
and overhaul. The goal of reform of HHS is to bring about as parsimonious a re- 
alignment of people and work around these missions as is possible. A well function- 
ing bureaucracy will do these well, cjuickly, and as cheaply as possible. 

(1) Distribution of Money 

HHS is not, or should not be, in the business of delivering services, for all health 
and social services are delivered at the local level, far removed form HHS direct ob- 
servation, knowledge or insight, and thus its competence to direct. HHS’s contribu- 
tion is the transfer of monies which makes the delivery of these health and social 
services possible.^ 

I and a number of my colleagues at The Heritara Foundation are looking at m^or 
reforms of Medicaid and Medicare, and other HHS programs. We are close to finish- 
ing this comprehensive study and will be glad to make it available to the members 
of the Committee and their staff. Though tne recommendations will be very detailed 
we will be glad to review them in their particulars. 

OPEN BOOK ON THE FINANCES OF HHS 

There is a reform that will be very informative to the nation, and which will help 
keep politicians and civil servants mindful of the taxpayers who support the pro- 
grams they legislate and administer. 

At the end of every fiscal year every budget officer in HHS ought to submit to 
a common computer data base the summary of all spending for the year ^st fin- 
ished: who spent what money, for what purpose, and if monies were passed on who 
received them, for what purpose, and what product or service is expected to be 
rived, by when. 

Every financial officer in the civil service does this work as a normal part of his 
job. By making the details public and available to scrutiny, the whole Ending 
stream becomes an open book, capable of being perused by citizens of all ages and 
jevels of education. By lodging this data into government computer data bases the 
information is sdways there tor retrieval and scrutiny. The very openess will aid 
Congess because the citizens will inform members of issues that do not make sense. 
Furthermore it is an openess that ought to be present, because it is the taxpayers 
money that is being spent and it is good for the taxpayer to be able to review how 
his money is being used. 

If the federal mvemment leads in this open financial book policy, state and local 
governments will follow, for citizens will demand it. 

Nothing will have as great an effect in ensuring ongoing continuous reform as the 
continuous process of investigation by the citizenry of spending by government. 

(2) Distribution of Data (descriptive knowledge) 

Data has the potential of displacing the need for much of the present regulatory 
apparatus. Through data legislators, journalists and citizens can know how we as 
a nation, a state or a locality, are doing on issues of importance to us such as pov- 


^ There is a clear regulatory function for a number of product areas, such as food and drugs. 
I leave these areas for others with competence in these fields. 

sif there were a relatively equal distribution of wealth and income across the nation there 
would be no need for this rcAe, as state taxes could displace this money distribution to the 
states. 
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erty rates, out of wedlock births, crime, addictions. Data not only informs it moves 
people to change. As behavioral psyi^ologists know from their treatment of individ- 
uals, the very act of ohserving one’s behavior changes the behavior, fre<mentlv quite 
a lot. So also at the national level: the annual tracking of out of wedlock births and 
their concomitant effects in health, dependency, lower educational attainment, crime 
and addictions will, over time, have quite an effect on the national attitude towards 
out of wedlock births. 

Data is extremely important to political leadership, the fundamental role of gov- 
ernment, a role that far surpasses proOTam and pro^am legislation. An illustration 
from the war on drugs and the SAMHSA agency is instructive. As you know from 
recent reports and testimony before Congress drug use among teenagers is rising 
again. The gains from the war on drugs are being wiped out. As testimony showed 
a larrc part of the gains were brought about by leaders tracking the dat& and ^t- 
ting the word out on the effects of dru^ (The ^Just Say No” Campaign). (Jonveying 
the information was the critical part ofHl^ work in the reduction drug intake. 

(1) Survey Reforms Needed 

National surveys need to be conducted in such a way that interstate comparisons 
are possible, so uiat those working on eliminating problems will be stimulated to 
do at least as well as others elsewhere. For instance if the tuberculosis rates in- 
crease in some states, but decrease in others because of measures taken, it will not 
be long before the attention of citizens and professionals wUl bring about change. 
This can all be accomplished without regulation, but instead by a dear description 
of reality ... by good survey data. 

(2) “Wallcharts’ 

Interstate comparison charts on all issues involved in block granting ought to be 
requested by Congress. As Congress rightly begins the reforms of refieving States 
of the burden of federal regulations and unfunded mandates, it is nonetheless gath- 
ering taxpayers monies and passing them on to State governors for them to spend, 
with little or no accounting to federal bureaucracies. This is acceptable only if there 
is accountability to the nation’s taxpayers. The simple way to deliver this account- 
ability is throu^ interstate comparison diarts on key issues of concern. Former 
Education dietary William Bennett caused quite a flurry of reform activity at the 
state level in education by releasing the Department of Education’s “Wall Chart”: 
a comparison of state scores on a number of educational indices. It was powerful 
in its effects. 

However you will notice that the “Wall Chart’ is no longer available. It did not 
long survive Dr. Bennett’s departure from the Department of Education. The heat 
it caused governors and educational professionals in those states that were doing 
poorly resulted in sustained lobbying for its removal. Within this unhappy result is 
evidence of the power of simple descriptive data. It can be much more powerful than 
regulation in bringing about desired results and in causing reform. 

(3) Rationalizing national surveys across departments 

Many different national surveys are spread around the federal agencies. There is 
need for much greater conununication between all the different survey teams, and 
a sharing of research opportunities and budgets to make the most of these survey 
undertakings. There is a tremendous amount of expertise and opportunity wasted 
for lack of such communication and flexibility. 

(3) Procuring and distributing knowledge and insight 
Scientific Insights 

There are two different types of insight knowledge that HHS and its research 
branches deal in: biophysical and technological insights of the hard sciences and in- 
sights derived from the social sciences and the delivery of services (a social -behavior 
activity). 

Physical Sciences vs Social Sciences Insights 

Many advances have been made in the hard sciences areas with well known bene- 
fits in the applied medical field. The same cannot be said for insights (as opposed 
to the descr^tive social data of the survey type) from the social science institutes. 
For instance the social science institutes did not predict the social consequences to 
the nation of the massive breakdown in marriage and family. The institutes have 
not yet addressed the issues of effective prevention of such breakdown. 

One of the key differences between the two types of institutes is that the physical 
institutes are very clear about the goodness of the goals they have m research and 
are driven to achieve these breakthroughs. In the social science institutes the goals 
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are unclear for the debate on the social grodness of goals is a veiv ambivalent or 
embarrassing domain for the social scientists. By comparison witn their physical 
science peers the social science research is ambivalent at its stratemc core. 

The vast discrepancies between the performance in the physical sciences and the 
social science research institutes calls for a review of the strategies behind the HHS 
social science research agendas as well as the performance of the institutes and 
agencies themselves . . . institutes and agendas that Congress allocates monies for 
each year. 

Best Practices Insights in Human Service Delivery 

The effect of evaluation data on human service delivery has been close to zero. 
I can think of no substantive change in social service delivery because of the correc- 
tive feedback of evaluation data. Ihe interference of legislative, bureaucratic and 
special interests block such continuous mini-reforms. This is another reason for the 
federal government to get out of the business of program delivery. 

However the federal government can do much to stimulate improvement in serv- 
ice practice . . . again through the sharing of information. Around the country in 
all types of services there are compelling examples of great success in helping those 
in need. I suggest that the simple, and cheap w^ of helping spread these practices 
is to have clear descriptions of them available. By making these available on com- 
puter data bases that are tapped into Internet and by grouping them bv service type 
the federal government can do more for quality Improvement than by regulating 
such services. 

To return to the drug issue again: there is a big bureaucracy in SAMHSA that 
is devoted to drug addiction service delivery and monitoring. I suggest that it can 
be collapsed into a service which describes best practices and is disseminated 
through Internet, where it is readily available to all ... a vast increase in effec- 
tiveness coupled with a vast reduction in bureaucracy and cost. 

Thus most of SAMHSA can be collapsed into an information gathering and dis- 
semination service: 

1) the procuring of gcMd survey data and effects data and its dissemination 
through the media (mainly a public relations effort, that might best be con- 
tracted to the private sector) 

2) procuriiw the descriptions of best practices in service delivery and the dis- 
semination otthis knowledge through Internet. 

Beginning the Overall Reform of HHS: Commission to Review HHS 

I suggest that Congress form a Clommission to Review HHS and that the Commis- 
sion have flve task forces: 

1) First Task Force; To compile a clear description, as outlined above, of HHS 
down to the division level. This description ought to be done in standard format and 
be completed by each division director who ought be held responsible bv Congress 
for the veracity of the description submitted. It is important that such descriptions 
not be cleared throu^ the upper levels of the bureaucracy before bein^ forwarded 
to the Commission, lor it is precisely in such clearances that the special interests 
of the bureaucracy will come to operate and possibly to obfuscate. 

2) Second Task Force: To review and recommend reforms on the streamlining of 
all money distribution functions of HHS. 

3) Third Task Force: To review and recommend reforms on all national survey op- 
erations of HHS. 

4) Fourth Task Force: To review and recommend reforms on all insight research 
of HHS in the social science research fields. 

6) Fifth Task Force: To review and recommend reforms on all service practices 
research in the social services areas. 

6) Open Book F^ancial Reform Task Force: To review an recommend how the re- 
porting of all government spending, at the lowest levels of the federal government, 
can be made available to the citizen through computer technologies. 

Clearly the first task force would need to complete its work hefore the other five 
could begin their work. 

HHS IS now the size of a mqjor national economy. Too much of it is hidden in 
layers of bureaucracy, and too much of its spending is unknown to Congress and 
the _ citizenry of the country. It is time to get full and open descriptions. This 
achievement alone will propel many reforms in turn. 

I hope these ideas and suggestions are useful to the Committee and 1 am grateful 
for the chance to present them. 

Mr. Shays. Can you deal with more specifics? 
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Mr. Liu. If I may. 

Mr. Shays. Mr. Liu. 

Mr. Liu. With respect to the ranking member's question as far 
as the focus of this hearing, the first panel primarily focused on the 
issue of fraud. And our understanding of the issue of waste, when- 
ever you have a duplication of Government programs within an 
agency, spending taxpayer dollars, purporting to achieve the same 
goal or mission statement, that would be considered waste. 

.^d my written testimony is not meant to reflect any kind of 
opinion on the policy that is being projected or achieved by those 
goals. I have merely reiterated from the appropriations report as 
well as the authorizing committee report wnicn authorizes these 
proCTams which HHS operates under. And basically repeated the 
goals, the mission statements and the desired outcomes these pro- 
grams have. 

And in doing so, in going through the appropriations bill as well 
as the administration^ budget for 1996, I have found programs 
that appear to duplicate each other as far as their mission state- 
ment. And that is why I have highlighted a few. 

Mr. Shays. Mr. Liu, you’re very welcome to go through your tes- 
timony. So feel free to. It’s very on target. And take your time. 
We’re not in a rush. What are the points in your testimony that 
you would like to highlight? 

Mr. Liu. Well, the points are, as far as Mr. Fagan mentioned ear- 
lier, HHS has a request of $716 billion for FY96. The Secretary of 
HHS, I understand, will be going before the House Budget Commit- 
tee to explain her request on behalf of the administration. In re- 
viewing the budget for FY96 in comparison to FY95, we find an in- 
crease of $50 million over FY95. 

However, the budget also proposes a modest reduction of 1.5 per- 
cent of full-time employees at HHS as part of the administration’s 


reinventing Government, down to 125,000 employees. Now, mv 
knee-jerk reaction was, if you’re going to reduce the number of full- 
time employees and, as they propose in their budget, streamlining 
and consolidation of certain programs, why, then, are they asking 
for an additional $50 million over FY95? 

And in the process, I did find that HHS did consolidate certain 
programs into what they have called clusters in Secretary Shalala’s 
proposal. What they have done, basically, is consolidate certain pro- 
grams within HHS. And instead of reducing, perhaps, the fun^ng 
or instead of going after these programs and seeing if they are effi- 
cient, if they are achieving their purported statement goals, all 
the^ve done is give it a new name. 

And what I’ve done in my testimony is questioned the validity of 
whether or not some of these programs are achieving those goals, 

or whether or not some of these programs are 

Mr. Shays. Why don’t you give us an example? 

Mr. Liu. For example, the National Health Service Corps is a 
program which has been in existence for over 20 years. Its primary 
purpose is to increase the supply of primary care physicians, 
nurses, related health care providers in rural and underserved 
areas. According to the GAO, and in the report I have here before 
you, they have found that this program has not lived up to its ex- 
pectation. 
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It is written into the administration’s health care bill last year 
doing health care reform, and on both sides of the aisle, that there 
is still a desperate need for primary physicians, nurses and other 
providers in those areas. And that is why they included specific leg- 
islation which would increase the number of doctors and nurses in 
those areas. This is a program, last year, which roughly had 3,000 
participants throughout the country. 

In FY95, the National Health Service Corps, combined, got $125 
million. That’s roughly $41,000 per participant. Now, the question 
that is raised, that I am raising is, is there waste going on in this 
process? Because you are now assuming that every participant 
went to either Georgetown or Harvard or Yale or a private school, 
and is getting $41,000 worth of education. 

Second of all, this is a system which has been subject to fraud 
and abuse. As I highlighted in my footnote, the Washington Post 
has run several articles in the past, detailing specific instances, 
and I did mention their names, of doctors which went to private 
medical schools at the expense of taxpayers, promised to serve in 
a rural or underserved area or an Indian reservation, and reneged 
on their deal. 

And one doctor even had the gall to declare bankruptcy when the 
Department of Justice and HHS went after her to ask her to repay 
her loans. That is just one instance. 

Mr. Shays. OK. So one example of what you would have us look 
at is focus on this program. What would be another program? 

Mr. Liu. Another program would be the loan warantee program. 
And that is a question of whether or not the GL loan program is 
a proper function of Government. Basically, the Government is un- 
derwriting student loans for individuals who wish to pursue health 
professions. If that is Congress’ intent, to continue participating in 
the underwriting business, you can transfer that duty over to Sallie 
Mae, which is an entity which does exist which is out there and 
also underwrites student loans. 

Another example would be community and migrant health cen- 
ters. In Mr. Waxman’s report in 1993, the authorizing committee 
for the Public Health Service Act — in the May 1993 report, roughly 
300 migrant health centers were also funded by community health 
centers. Now, here’s an example where you have good intentions, 
good goals, where these programs perhaps should be consolidated 
and streamlined. And perhaps their funding should be placed in a 
block granting process. 

Because why should one health center have to apply repeatedly 
for different loans from different programs when they are receiving 
moneys from the same source, the Federal Government? Why 
should they not — why not just come one time, and why come back 
two, three, four times to get your funding? It just doesn’t make 
sense. And again, that is just one example. 

Another example would be Title 7 and Title 8 of the public health 
service. Again, I cite a GAO report from this last Congress, which 
went to Chairman Kennedy and the ranking member. Senator 
Kassebaum, and, on the House side, Chairman Dingell and the 
ranking mernber. Congressman Moorhead, detailing, again — I am 
not questioning the policy or the desired goal of these programs. 
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What the GAO questioned was whether or not these programs were 
being nin efficiently. 

In this report, they cite that the Government has spent over 
roughly $2 billion over the past 10 years for Title 7 and Title 8 pro- 
grams. In general, those programs are to increase minoritv partici- 
pation in health services, the underserved, underprivilegea, as well 
as increasing primary care doctors in underserved area and inner 
cities and rural areas. 

Again, the GAO’s report concluded several times that these two 
programs themselves were being held to no accountability. Basi- 
cally, they were coming back to Congress repeatedly asking for 
funding. Yet they were not showing that they had acnieved ffiese 
goals. And if that is not waste, then the taxpayers must get a dif- 
ferent dictionary and find out what waste is. 

Because if Congress is not dictating through HHS, show us cer- 
tain results, we are holding you accountable by a defined standard, 
which is not in the current form, then basically, you are spending 
taxpayer dollars and it is going down a black hole and you’re not 
achieving these desired results. 

[The prepared statement of Mr. Liu follows:] 

Prepared Statement of John Liu, Senior Health Care Policy Analyst, 
Heritage Foundation 

My name is John Liu. I am a policy analyst for Domestic Policy Studies at The 
Heritage Foundation. My testimony represents my personal views on the issue of 
reforming the Department of Health and Human Services, and should not he con- 
strued as representing any ofTicial position of The Heritage Foundation. 

I wish to thank the Chairman and the Committee for the opportunity to testify 
on the Important issue of reforming one of the nation’s largest federal bureaucracies, 
the I^partment of Health and Human Services. 

Despite President Clinton’s promise to re-invent govermnept and end welfare as 
we know it, the executive branch has requested $716 billion in budget authority to 
fund the DHHS’ programs and salaries of 125,445 full time employees (FTE). Evi- 
dence of the Adi]^istration’s reluctance to miake the politically hard decisions of 
strea mlinin g an overbloated federal bureaucracy was further defined during the ap- 
pearance ofDonna Shalala, the Secretary of the Department of Health and Human 
Services when called as a witness before the House Subcommittee on Appropriations 
for Labor, Health & Human Services, and Education on January 12, 1995. While 
the purpose of the hearing was to solicit specilic rescission recommendations within 
the DHHS, the &cretary of Health and Human Services did not make one such rec- 
ommendation in either her written or oral testimony.^ Questions from various mem- 
bers of the subcommittee pertaining to the eflicacy of certain programs did not elicit 
recommendations from the Secretary for their continued existence or possible elimi- 
nation. 

Mr. Chairman, by calling this hearing to explore ways the federal government can 
end waste, mismanagement, and fraud, the American public has much to be encour- 
aged about. The Department of Health and Human Services is a prime example of 
a federal agency which Congress has allowed to wander off from its original pur- 
pose — ensuring the public’s health. Instead, this is an agency which has given in 
to intensive lobbying by special interest groups through the creation and expansion 
of specniic programs which benefits the public in a minimal way, if at all. 'The DHHS 
administers approximately three hundred programs. To be sure, a large part of the 
blame rests with the authorizing committees m Congress which are responsible for 
creating these wasteful, duplicative, and inefficient programs. 

Mr. ^airman, the DHHS has made a request of $716 billion for fiscal year 1996, 
an increase of $50 million as compared to the fiscal year for 1995. Interestingly 
enou^, the DHHS also intends to reduce the number of FTE’s from 127,211 to 
125,445, a modest reduction of 1.5 percent. This is puzzling because in the Adminis- 


^ Donna Shalala, Secretary of Health & Homan Services, written statement before the House 
Subcommittee on Appropriations for Labor, Health and Human Services, Education, January 12, 
1995. 
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tration’s promifle to re-invent rovemment, Vice-President Gore told the American 
people that streamlining federal bureaucracies would cost them lessl For some rea- 
son, this h as no t happened within the Department of Health and Human Services. 
With fewer FTE’s requested for 1996, the question naturally presents itself — ‘Where 
is this moneyroing?’^ 

While the Cunton Administration has made token attempts to “streamline and re- 
structure the bureaucracy” at the DHHS, careful scrutiny reveals that any su(h 
transformations are cosmetic at best. Simply squaring off a number of programs into 
a “cluster* and re-naming it does not go far enough. This is nothing more than a 
mme of Siting and ^ufllii^ progra^ and bureaucrats within the department. 
There are plenty of opportunities to eliminate programs within the DHHS that ei- 
ther duplicate each o&er in function or have not proven to be effective in carrying 
out their purported goals. In li^t of the fact that the DHHS has not reviewed the 
programs un^r its jurisdiction to determine their legitimacy, the responsibility now 
shifts to the Congress to cany out the will of the American people. It is respectfully 
submitted that the following policies be considered by this Committee and others 
prior to enacting a budget for nscal year 1996: 

First, the Congress should impose a moratorium on funding for any program 
where the admimstering agency, in this case the DHHS, has not demonstrated and 
cannot show conclusively, that it has succeeded in its mission and purpose state- 
ment. In short, a cost-benefit analysis. The heaviest burden should fall upon the old- 
est programs, and without a doubt they should be held to a higher level of strict 
scrutiny. 

Second, the moratorium should also extend to programs that can be folded into 
a block grant with streamlined federal regulations ana rules. The Congress is under 
no obligation whatsoever to fund programs that have been poorly designed, 
micromanaged, and corrupted with fraud and abuse. To this extent, your committee 
can send a clear and resounding message to the various authorizing committees — 
that the initial responsibili^ lies with them, and unless they can guarantee to the 
American taxpayers the eflicacy of the programs they authorize, no fiin^ will be 
appropriated. 

Third, as this committee reviews the categorical programs within the DHHS, a 
fundamental question should be asked. Could these programs instead be designed 
and administered more efilciently by a city council, local county board of super- 
visors, or private community groups? If the answer is yes, then such programs 
should be eUminated 


i clear and resounding message to the various authorizing committees — 
litial responsibili^ lies with them, and unless they can guarantee to the 
taxpayers the eflicacy of the programs they authorize, no funds will be 


should be eliminated 
Fourth, Congress should review the pro) 
are duplicative of each other. As outUnei 


ams within the DHHS to see which ones 
below, scrutiny reveals that significant 


savings can be achieved througdi the elimination of several programs in the DHHS. 

Keeping these four policies in mind, the following recommendations may be of in- 
terest to members of this committee. 


NATIONAL HEALTH SERVICE CORPS (NHSC) 


Progmm Description: TOe primary goal of the National Health Service Corps 
(NHSC) has been to provide incentives to health care professionals to work in un- 
derserved rural and urban areas through the Field placements and Recruitment 
programs. Combined, these two programs were appropriated $125 million for fiscal 
war 1996. That is $1.2 million over the comparable fiscal year 1994 appropriationB. 
^e NHSC attempts to alleviate the shortage of health care professionals by recruit- 
ing physicians and other health care professionals to provide primary care services 
in what are designated as “Health Professional Shortage Areas (HPSA’s).” There are 
three principal recruitment mechanisms; the scholarship program, the loan repay- 


ment program, and the volunteer program. 

Recommended Change: Eliminate the NHSC has currently structured. Three spe- 
cific changes should be made to the legislative authority found within Title III of 


the Public Health Service Act: 

1) Congress should re-examine the oi^nal mission statement and goal of the 
NHSC. A restructuring of the program is also warranted. 

2) Second, Congress should articulate a concise and uniform set of standards 
to determine the program’s progress or success in fulfilling its stated objective — 
the increase of health professionals in federally designated medically under- 
served areas (HPSAS). 

3) Drastically streamline the bureaucracy and eliminate unnecessary staff 
charged with operating the NHSC. For example. Congress approved $123 mil- 
lion for this program in 1994, or $41,290 per participant. 

First Year Savings: $123,617,000 
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Rationale for Change: The National Health Service Corps has been in existence 
since 1970. In its 24 years of operation, the NHSC has done little to alleviate the 
shorta^ of physicians and health care professionals in rural and urban areas. In 
1994, Con^ss approved $124 million (or this pro^am which had approximately 
3,000 participants. This equates to an average ol^ $41,290 per participant in the Na- 
tional Health Service Corps. Despite the flnancial incentives, the shortage of physi- 
cians in rural and certain urban areas remains high. This problem was nighlighted 
during the debate over National Health Care Reform last year. 

What the Congress needs to realize is that like any other profession, physicians 
and health care providers always take geographic location, qumity of life, and living 
expenses into consideration when decimng where they will choose to work. Further- 
more, it is relatively easy for physicians to take advantage of the program. In at 
least two articles printed in the Washington Post, stories of fraud and Ause detail 
how the program has failed in its mission.^ 

Congress should also explore a restructuring of the recruiting process for the 
NHSCT Instead of recruiting NHSC personnel prior to graduating from medical 
school, the program should recruit physicians to work in underserved areas as they 
near completion of their residencies. The main reason for this is that the cir- 
cumstances and priorities of medical students change during their four years of 
school. They vary from family reasons, financial reasons, to a change in heart and 
mind in resizing that they will be forced to practice medicine in a isolate and iso- 
lated part of the country. 


HANSEN’S DISEASE SERVICES 

Program Description: Congress spends $20.1 million annually to support the oper- 
ation of the Gillis W. Long Hansen’s Disease Center in Carville, Louisiana. Accord- 
ing to the fiscal year 1996 House Appropriations report, the center operates as a 
research and treatment center for persons with Hansen’s disease (leprosy). 

Recommended Change: This pro^am should be eliminated. 

First Year Savings: $20,826,000 

Rationale for Change: With respect to the research functions performed at the 
center, it would be more appropriate for the National Institutes of Health to conduct 
these functions within its current operating budget. After all, the NIH is the focal 
point for support of the nation’s biomedical research activities. Specifically, the NIH 
IS charged with conducting biomedical research in its own laboratories at the 300- 
acre campus in Bethesda, Maryland and providing grants to universities throughout 
the nation to promote research by individual scientists. Treatment should be carried 
out at an alternative health care facility (hospital, clinic, etc.) in the area. 'The 
Tulane University Medical Center is located nearby in New Orleans, LA. The Lou- 
isiana State University Medical site is also in New Orleans, LA. 

NATIVE HAWAIIAN HEALTH CARE 

Program Description: Established in 1988, this program was created to provide 
primary care services and disease prevention services for native Hawaiians. Con- 
gress appropriated $2,976,000 for this program in FY 1995. The fun^ng supports 
primaiy nealth care centers for Native Hawaiians, their related administrative costs 
of the Papa Ola Lokahi, (consortium of Native Hawaiian health care organizations), 
and a health professions scholarship program for Native Hawaiians. 

Recommended Change: This program Mould be eliminated. 

First Year doings: $4,297,000 

Rationale for Change: This program is unnecessary for two main reasons. First, 
Hawaii is the only state in the union that requires employers to provide health in- 
surance for their employers, and it has public programs to provide coverage to resi- 
dents not insured tluxiugh the employer mandate. Second, the network of commu- 


*C>n April 17, 1991, Washington Post stalTwriter Robert F. Howe detailed this problem. U.S. 
taxpeyen sent a Ms. Sheila E. Carroll through four years at Georgetown Medical Center. In 
return. Dr. Carroll promised to practice in an underserved area in the country. Upon gradua- 
tion, Dr. Carroll was assigned to an Indian reservation. She never went. Instead, she joined a 
practice in Manassas, VA and on top of that, she 61ed for bankruptcy asking to be excused finm 
paying back Iict loans. Mr. Howe writes that Dr. Carroll is “(Olne of more than 600 former med- 
ical students who have defaulted on loans made through the National Health Service Corps 
Schdarehip Program,” since its inception. On June 4, 19OT, another story ran in the Washington 
Post detailing the abuse of this program by staff writer Liz Spayd. A Dr. Susan O’Dono^ue 
borrowed money through the NHSC program for four years of medical education at Georgetown 
University Medical Center. When O’Donoghue borrowed the money, she agreed to work four 
years in an underprivileg<^ community. Needless to say, the article goes on to describe how she 
did not fuI611 that obligation. 
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nity health centers in Hawaii are capable of serving Native Hawaiians who lack pri- 
vate health insurance or do not quui^ for Medicaid. Members of the Hawaii Con- 
cessional Delegation even went so far as to lobby the Clinton Administration dur- 
ing the health care reform debate in the 103rd Confess to exempt the state of Ha- 
waii from the Clinton Health Security Act. In a nil! offered by Senator George 
Mitchell on behalf of the Clinton Administration, a specific provision was included 
exempting the State of Hawaii from the Health Security Act.^ 

HEALTH EDUCATION ASSISTANCE LOANS PROGRAM 

Ingram Description; Desimied as a loan ^arantee program, the Health Edu- 
cation Assistance Loan (HEAL) provides federal insurance for student loans ap- 
proved by private sector lenders. The HEAL program has been appropriated $29 
million for fiscal year 1996. Students pay an insurance premium to help offset a por- 
tion of the federal costs associated with loan defaults. In general, the HEAL pro- 
Cam requires the federal treasury to serve as an underwriter/guarantor for such 
loans. 

Recommended Change: Eliminate the HEAL program. 

First Year Savirigs: $29 million 

Rationale for Change: If the Congress maintains the belief that the federal gov- 
ernment has a proper and legitimate role in overseeing student loans to students 
in the health professions, then it should simply transfer the responsibility over to 
Sallie Mae. Sallie Mae already acts as a guarantor for student loans. Alternatively, 
the private sector should be anle to carry out this function effectively and elTiciently 
with no cost to U.S. taxpayers. 

NATIONAL INSTITUTES OF HEALTH— OFFICE OF THE DIRECTOR 

The Fiscal Year 1996 appropriations conference report provides $218.4 million for 
the Office of the Director (OD) at the National Institutes of Health. The report rec- 
ommends that $8.6 million be allocated for the Director's discretionary ^nd. Within 
the Office of the Director are programs which duplicate the functions and purpose 
of existi^ programs within the Health Resources and Services Administration 
(HRSA). These programs are; 

1) OD’s Minority Health Initiative 

2) OD’s Office of Behavioral and Social Sciences Research 

OD’s MINORmr HEALTH INITIATIVE 

Program Description: In general, the Minority Health Initiative program supports 
research training activities that promote the participation of minorities in health 
professions education. 

Recommended Change: Eliminate the MHI. 

First Year Savings: It is unclear as to how much funding the Office of the Director 
intends to obligate towards this pro^am in FY 96. 

Rationale for Change: In comparing the MHI’s goals to those under the Title VII 
and Vin HRSA programs, i.e. Centers of Excellence, Health Careers Opportunity 
Program, and Faculty loan repayment program, it is apparent that these programs 
should be streamlined and consolidated. Since the efficacy of such programs are al- 
ready in question by the General Accounting Office, (see Block Grant section), the 
Dire^r of the NIH should work closely with the Congress and the Secretary of 
Health and Human &rvioes in devising a program that will recruit minorities and 
disadvanta^d individuals into the hemth professions. Furthermore, the Congress 
should work with the deans of the nation’s medical coUeges in devising a program 
that will effectively place more primaiy care providers in medically underserved 
areas. 


OD’S OFFICE OF BEHAVIORAL AND SOCIAL SCIENCES RESEARCH 

Program Description: Another suspect office within the OD is the Office of Behav- 
ioral and Social Sciences Research (OBSSR). The FY 1995 conference report states 
that the OBSSR will “[d]evelop an overall plan to evaluate the importance of life- 
style determinants that interact with medicine and contribute to the promotion of 
good health; foster a comprehensive research program, etc.” 

Recommended Change: Eliminate the OBS^ 

First Year Savings: N/A due to lack of records 


^Senator George Mitchell, The Health Security Act, S.2351,” August 12, Oegislative day, Au- 
gust 11), 1994. Title 1, Subtitle F, Part 3, Subpart A, Sec. 1522, p.243. 
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Rationale for Change: Physicians routinely advise their patients on the impor- 
tance of healthy lifestyles such as healthy diets, plenty of exercise, the need to dnnk 
alcoholic beverajrcs in moderation, the harmful effects of smoki^ etc. It is hard to 
discern a need lor the Ofllce of Behavioral and Social Sciences iMsearch. The total 
NIH budget was $11.33 billion for 199S. There are a number of different types of 
research conducted through the NIH work, but two different types stand out: phys- 
ical sciences research and social research. 

Great advances have occurred in the physical sciences research. The same cannot 
be said as clearly nor as strongly for the social sciences research, and it is time for 
a review of any contributions, if any, that have been advanced through' the social 
sciences research. 

While Congress can say that Americana have benefited from the work of basic sci- 
entific research conducted at the NIH, the same cannot be said for the social science 
research conducted there. Some would even contend that the Riding ideas and as- 
sumptions behind much of the social science research has had a dmeterious effect 
on the nation as the ideas of the social sciences have displaced the ideas of right 
and wroM, good and bad, morality and responsibility. DifTering opinions aside, an 
audit ana overview of the sending and results of the sciences over the past few 
decades is overdue. The Omce of Behavioral and Social Sciences Research was 
unstaffed and their report unwritten at last budget. 

ASSISTAOT SECRETARY FX3R HEIALTH — OFFICE OF THE ASSISTANT SECRETARY FOR 

HEALTH 

PHYSICAL FITNESS AND SPORTS 

Program Description: Congress appropriated $1.4 million to fund the President’s 
Council on Physical Fitness and Sports in FY 95. The purpose of this council is to 
improve ^e public’s health and physical fitness through sports programs and ath- 
letic programs. 

Recommended Change: Eliminate the President’s Council on Physical Fitness and 
Sports. 

First Year Savings: $1.4 million 

Rationale for Change: Despite the intentions of this program, it does not plav 
a vital function in furthering the public’s physical fitness. Our nation’s schools, both 
public and private make physical education a recpiirement as part of the educational 
curriculum. P.E. classes, after school sports, are the foundation of encouraging our 
nation’s youth to pursue physical fitness and athletic programs. Local communities 
already sponsor exercise uasses in neighborhood wms. YMCA’s, YWCA’s, Pop War- 
ner football, little League programs, etc. are all local in nature. Neighborhood fit- 
ness centers, aerobics classes are constantly advertising in the print, radio, and tele- 
vision media the benefits of getting physically fit. Health insurance companies are 
providing discounts to employers who show documentation that their workforces are 
taking part in exercise and fitness classes. Elimination of the Physical Fitness and 
Sports CouncU is warranted. 


MINORITY HEALTH 

Program Description: Approximately $20 million wr year is appropriated to fund 
the Oifice of ^nority Health. The purpose of this ofilce is to implement and monitor 
the recommendations of the Secretary’s Task Force on Black and Minority Health 
and for the formulation and development of pnh*? issues affecting minority health. 
AnoDier directive from this committee to the Office of Minority Health was to 
“[c]arry out activities to improve the ability of health care providers to deliver 
health services in the native mnguages of limited English proficient populations. 

Recommended Change: Eliminate the Ofllce of Minority Health 

First Year Savings: $20,592,000 

Rationale for Change: 'The Office of Minority Health is redundant of another pro- 
gram within the Department of HHS- — ^the Office of Research on Minority Health 
(ORMH) which is under the auspices of the Office of the Director of the National 
Institutes of Health. Under the ORMH program, two stated goals are clearW de- 
fined. First, the ORMH is to improve the health status of minorities. Seconi the 
ORMH is to increase the participation of minorities in biomedical research. These 
goals are accomplished by working with minority institutions, and community orga- 
nizations to develop and fiind minority health and training programs. 

’I^e private sector is already reaching out to minority groups that are not pro- 
ficient at speaking English, for example, the Chinatown in San Francisco, CA is 
home to one of the largest Chinese immigrant populations in the country. Oyer 95 
percent of the store-owners, customers, and residjents speak Chinese as their first 





language. Thia population is served by ‘The Chinese Hospital." This institution pro- 
vides health care services to patients who have not mastered the English language 
and feel more comfortable receiving health care from providers who speak Chinese. 
The quality of care is on par with the other line hospitals in San Francisco, includ- 
ing the University of California, San Francisco Medical Center. In Southern Califor- 
nia, FHP Health Care, one of the nation’s largest HMO’s recently announced an in- 
surance plan that is specifically designed to serve the health care needs of Southern 
California’s Asian American population. It is referred to as the “Allied Plan.” 'Ihis 
HMO connects Asian patients with a network of Asian physicians who can speak 
17 lan^ages and dialects. It is predicted to succeed because in the words of Dr. 
Samuel K. Zia, medical director of Allied Physicians of California, TVe understand 
the culture, we speak the language and we care about the health of the people.” 
FHP has already emanded the concepts of its Allied Plan to the Hispanic commu- 
nity in Southern Caufomia. Again, the private sector is able to accomj^ish the same 
^al without taxpayer funds. Absent a compelling argument for retaining the Minor- 
ity Health program under the Oflice of the Assistant Secretary for Healui, the OMH 
should be eliminated. 


OFFICE OF THE SURGEON GENERAL; 

Program Description: The Surgeon General, who reports to the Assistant Sec- 
retary for Health, serves as an advisor to the Assistant Secretary for Health on pol- 
iCT matters pertaining to the Public Health Service. The Surgeon General is respon- 
sible for the administration and management of the commissioned corps, which in- 
cludes recruitment and retention of commissioned officers. According to the Congres- 
sional Research Service, estimated fiscal year 1993 appropriations for the Oflice of 
Surgeon General was $8.2 million. In addition to a $115,000 per year salary, the 
Sui^^n General is provided with housing on the NIH campus in Bethesda, Mary- 

Recommendation: Eliminate the Office of the Surgeon General and require the As- 
sistant Secretary for Health to re-assume such duties and responsibilities. 

Rationale for Change: While the Office of the Surgeon General carries name rec- 
ognition among the American people, the reality is that the OSG no longer runs the 
Public Health Service. In 19^, President Johnson reorganized the Public Health 
Service in a manner that transferred a mcyority of the Surgeon General’s respon- 
sibilities to the Secretary of Health and Human Services and delegated to an Assist- 
ant Secretary for Health and Scientific Affairs. In doing so, the actual Office of Sur- 
geon Genend was abolished and the Surgeon General became an assistant to the 
Assistant Secrets^ of Health with the responsibility of advising on professional 
medical matters. Tne bottom line — the Surgeon General became the Public Health 
Service’s spokeswiaon to the public on certain health issues. As a matter of record, 
the position of SunKon General was consolidated with the Assistant Secretary for 
Health durii^ the Carter administration. 

In comparing the duties and fhnctions of the Surgeon General, it is apparent that 
thw duplicate activities within the Oflice of the Assistant Secretary for Health 
(OASH). According to the Administrations budget outline for fiscal year 1996, the 
OASH is responsible for the following programs; 

* Adolescent Family Life 

* Disease Prevention/Health Promotion 

* Office of Minorite Health 

* National AIDS Ingram Oflice 

* National Vaccine Ingram Oflice 

* Oflice of Health Policy, Planning & Evaluation 

* Oflice of Women’s Health 

In summation, the distinmished Senator from Delaware, Senator Joe Biden was 
quoted as saying, “[Wle could eliminate it and the lives of Americans aren’t going 
te fundamentally change.” 

NATIONAL AIDS PROGRAM OFFICE 

Program Description: The functions of this oflice ore to provide leadership to and 
coordinate HIV and AIDS-related pro^ams with the Assistant Secretary for Health. 
According to the conference report, NAIK) is responsible for identifying long range 
strategies that are critical in planning and directing the future course of me m>i- 
demic. Congress appropriated $1,760,000 to fund the National AIDS Program Oflice 
in FY 96. 

Recommended Change: Eliminate the National AIDS Program Oflice. 

First Year Savings: $1,739,000 
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Rationale for Change: This responsibilities charged to the National AIDS Program 
Office belong to either the Office of the Director for the NIH or Centers for Disease 
Control and Prevention. As mentioned earlier, “The Office of AIDS Research, in the 
Office of the Director of the NIH, is responsible for coordination of the scientific 
budrotaiy, legislative and policy elements of the NIH AIDS research program.* This 
is clearly a leadership role that has been designated to the OAR in legislative au- 
thority. NAPO should be eliminated. 

ADMINISTRATION FOR CHILDREN AND FAMILIES 
LOW INCOME HOME ENERGY ASSISTANCE PROGRAM aiHEAP) 

Program Description: The $1.3 billion per year LJHEAP program was designed to 
assist low income households meet their monthly utility bills during the energy cri- 
sis in the early 1980’s. 

Recommended Change: Eliminate the LIHEAP program. 

First Year Sauirigs: $1.3 billion , 

Rationale for Change: An energy crisis no longer exists in the United States. Since 
the enactment of LlIWAP, the private sector, primarily through the energy compa- 
nies, have provided financial assistance to low income households in p^ng their 
energy bills. For example, the Potomac Electric Power Company (PEPCO) has a 
“cheu-ofT program whi(^ encourages residents in local communities to contribute 
eadi month towards a fund that helps pay the bills of lower-income residents. Many 
Members of Congress favor the eUmination of LIHEAP. 

FOOD AND DRUG ADMINISTRATION 
FDA BUILDINGS A FACILITIES: 

Program Description: Congress approved approximately $18 million in fiscal year 
1995 for building and facilities operated by The Food and Drug Administration 
(FDA). The fiscal year 1996 budget includes approximately $8.5 million for its build- 
ings and facilities. This figure is iUusoiy and deceptive. In 1992, Congress appro- 
pnated $200 milUon for consolidation of the 40 plus FDA headquarters facilities. 
Since then, the original consolidation proposal has been revised. The latest figure 
for the consolidation project includes a $890 million building and facility construc- 
tion proposal. Additional funds will be requested in future Generd Services Admin- 
istration (GSA) budgets as completion is not expected until the middle of 2003. The 
current consolidation plan calls for phased in construction of new facilities on newly 
purchased property in Montgomery and Prince George’s Counties, Maryland. 

Recommends Change: Cancel the FDA consolidation program. 

doings: A minimum of $890 million. 

Rationale for Change: This new FDA compound is expected to facilitate 6,000 FDA 
bureaucrats, and an estimated 750 visitors each day. The proposed facility it to be 
built on 2.6 million square feet of space. Putting that in perspective, the Depart- 
ment of Defense has aMut 4 million usable square feet in the Pentagon. This site 
wiD take approximately nine years to complete at the earliest. Also, the site will 
include the following: A health club for FDA employees, a new FDA commissioner’s 
suite, FDA broadcast studios, a visitors center. 

BLOCK GRANTS 

HEALTH RESOURCES AND SERVICES ADMINISTRATION 


HEALTH RESOURCES AND SERVICES 


Programs that should be Block Granted: Community Health Centers, Migrant 
Health Centers, Health Care for the Homeless, Public Housing Resident Program. 

In general, there are five major programs within the Department of Health and 
Human Services which seek to provide prima^ health care services to rural and 
urban areas that have traditionally been classified as underserved. They are 1) 'The 
Community Health Center (CHC) program, 2) The MiCTant Health Center (MHC) 




rnx)ffrain, ana o; me iNauonai neaun oervice oorps prugrtun. vfiwi uic cALvpbiuu 
of the National Health Service Corps program (see earlier section), these four pro- 
grams should be folded into one single program and block granted. Combined, these 
four programs cost U.S. taxpayers $756.5 million for fiscal year 1995. While the mis- 
sion ana purpose of these programs are difficult to argue against, the taxpayers de- 


*Ibid, p. 71. 
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serve to know whether or not it is money well spent. In a May 1993 report issued 
^ the Subcommittee on Health and the Environment of the House Energy and 
Commerce Committee, it was reported that approximately 300 Migrant Health Cen- 
ters were also being funded by the Community Health Center program. These two 
programs alone, received $681.6 million in appropriations for Fi 96. Consolidating 
and streamlining of these programs would further the improvement of public health 
programs. Through the elimination of layers of bureaucracy and targeting of appro- 
priated funds, the states will be able to better serve those in need of such services 
because more money will be available for the providing of health care, as opposed 
to paying unnecessaiy salaries, administrative overhead, and miscellaneous ex- 
penses. Congress should consider freezing current spending levels for these pro- 
grams by using 1995 as a baseline, and then allowing room for growth indexed to 
me rate of inflation. The goal of providing quality necessary health services to the 
medically underserved will be achieved in a fiscally sound approach without jeop- 
ardizing the integrity of the various programs. 

Health Professions Funding: Centers of Excellence, Health Careers Opportunity 
Program, Faculty Loan Repayment, Health Professions Student Loan Recapitaliza- 
tion, Scholarships for Disadvantaged Student^ Allied Health Special Presets, Area 
Health Education Centers, InterdisciplinaTy Training, Advanced Nurse Education, 
Nurse Practitioners/Nurse Midwives, Professional Nurse Traineeships, Nurse Dis- 
advantaged Assistance, Nurse Anesthetists, and Exceptional Financial Need Schol- 
arships. 

The next category of block grants focuses on programs that share several common 
goals: to increase the supply of primary care doctors, nurses, and health profes- 
sionals, the promotion and advancement of encouraging minorities and individuals 
coming from financially disadvantaged backgrounds to pursue a career in the health 
professions. While the initial recommendation pertaining to these programs evolve 
around the application of a block grant, it is premised upon two factors. First, the 
Secretary of the Department of Health and Human Services must explain to the au- 
thorizing committee, in this case the Commerce Committee, each program’s specific 
mission statement and purpose. Second, the Secretary shall present and explain 
what common type of measuring requirements are being adopted to determme a 
program’s success or lack thereof in achieving that previously stated objective. Ab- 
sent a compelling argument or definition by the Secretary, it will be suggested that 
the authorizing committee of jurisdiction eliminate such programs. 

In FY 93, the Congress appropriated approximately $3W million for 42 health 
professions training programs that are designed to increase the supply of health 
professionals throughout the country. In a GAO Report to Congress »sued in July, 
1994, identified are thirty programs established under Titles VII and VIII of the 
Public Health Service Act aimed at improving access to health care by 1) increasing 
the_ supply of primapr care providers and other health professionals, 2) improving 
their representation in rural and medically underserved areas, and 3) improving mi- 
nority representation in the health professionals.'^ Title Vll programs focus mainly 
on physicians, dentists, physician assistants, allied health personnel, (health related 
occupations that function to assist or complement the work of MD’s, nurses, and 
other specialists in the health care field). Title VIII programs concentrate on nurses, 
nurse practitioners and nurse midwives. Programs that are authorized under these 
two Titles include the: Centers of Excellence, Health Careers Opportunity Program, 
Faculty Loan Repayment, Health Professions Student Loan Recapitalization, Schol- 
arships for Disadvantaged Students, Allied Health Special Projects, Area Health 
Education Centers, Interdisciplina^ Training, Advanced Nurse Education, Nurse 
Practitioners/Nurse Midwives, Professional Nurse Traineeships, Nurse Disadvan- 
taged Assistance, Nurse Anesthetists, and the Exceptional Financial Need Scholar- 
ships program. In general, these programs provide loans for students and grants to 
institutions to increase the number of primary care physicians, especially m under- 
served areas, as well as increasing the participation rate of minorities in the health 
professions. 

While the block granting of these programs will address the issues of eliminating 
unnecessary administrative bureaucracies and the need to operate in a fiscally re- 
sponsible manner, the Congress, especially the authorizing committees needs to se- 
riously re-examine their effectiveness ana apply a cost-benefit analysis of the Title 
Vn and VTII programs. First, while approximately $2 billion has been appropriated 
for the thirty Title VII and VIII programs, last yearis debate on health care reform 
highlighted the continued shortages of primary care physicians in medically under- 
served areas. Members in both the House and Senate who represent large rural 


•General Accounting OfBce, “Health ProTessiona Education, Role of Title VHAflll Programs 
in Improving Access to Care is Unclear,” GAO/HEHS-94-164, p. 2, July 1994. 
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areas and urban areas piqued with poverty constantly reminded their ooUea^es 
of the immense obstacles their constituents faced in seeking primaiy care services. 
The Clinton health care reform proposal even went so far as to mandate racial 
^otas in the health professions.* In the subsection entitled "Trainiiu of 
Underrepresented Racial and Ethnic Minorities and Disadvantaged Persons, the 
bill includes a program to “[IJnclude a program to support projects to increase the 
number of racial and ethnic underrepresented minority and disadvanti^d mrsons 
in medicine, osteopathy, dentist^, advanced practice nursing, public health, psy- 
chology, and other Health professions . . .” 

Despite the immense amount of federal funding that has ^ne into programs like 
the Health Careers Opportunity Program, Scholarships to Disadvantagea Students, 
and Centers of Excellence, “[Ehraluations have not shown that these programs had 
a significant effect on those changes that have occurred in the supply, distribution, 
and minority representation of health professionals.”'' Despite the muned objectives 
of increasing primary care physicians, their geonaphic mstribution, and recruit- 
ment efforts of minority and/or disadvantaged students, the authorizing committees 
have not to date deflned a co mm on outcome goals or measurement of success. While 
the DHHS under the Bush Administration attempted to decrease the level of fund- 
ing for the Title VII and VIII programs by 64 percent (approximately $166 million) 
in fiscal year 1992, the Congress under democratic leadership opposed any such at- 
tempts. 

As a matter of record, the Congress took the extreme opposite view and expanded 
funding for the Title VII and VIU pro^ams by roughly 20 percent in fiscsil years 
1992 and 1993. While these funds womd have been well spent had they achieved 
their objectives, the GAO makes two disturbing observations that support the argu- 
ment that these pn^ams should not only be block granted, but outri^t eliminated. 
Specifically, the GAO states: 

• The supply of primary care physicians and general dentists has increased in all 
types of urban and rural areas but the distribution patterns in HPSAS (federally 
aesignated Health F^fessional Short^e Areas) have remained relatively un- 
chan^d for the past 16 years. This indicates that HPSAS may be caused more by 
individual community or population characteristics rather than overall geographic 
maldistribution between urban and rural areas. 

• The number of African-Americans, Hispanics, and Native Americans in health 
education and practice has increased faster than the rate for all races combined. 
However, HHS^ evidence that these increases will significantly improve access to 
care for underserved populations is inconclusive.* 

Despite federal efforts to increase minority and disadvantaged populations in the 
health professions, and placement of primaiy care physicians, nurses, and other 
health professionals in medically underserved areas, it is apparent that intervention 
is no longer warranted. Absent a compelling articulation of the DHHS’ objertives 
and a reporting requirement utilizing a common outcome measurement by whidi to 
gage the respective programs* success, the Congress should eliminate the aforemen- 
tioned Title Vll and VIII programs immediately. In the words of the GAO, “Our re- 
view points to the need for uie Congress to rethink the role of Title VII and VIII 
irograms in improving the supply, distribution, and minority representation of 
lealth professions.”* 

The irony behind the Title VII and VIII programs is despite their intent, no sub- 
stantive evidence has been produced to justify their existence. Contrart that with 
the private sector where the number of nonfederal primary care physicians provid- 
ing patient care in the United States increased by about 75 percent between 1976 
and 1990, the GAO is absolutely correct in its statement that the Connvss should 
rethink its approach towards the Title VII and VDI programs.'® The FY 96 appro- 
priations for the aforementioned Title VII and VlII proCTams combined was 
$172,666,000. As mentioned earlier, these pronams should be eliminated absent 
any compelling explanation by the Secretcuy of the DHHS. 

While the recnmmendation has been made to eliminate a number of Title VII and 
Vni programs under certain circumstances, this is not mean to indicate that Con- 
gress has been relieved of its responsibility to achieve their stated goals. This rec- 
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ommendation assumes that a majority of the Members of Conmss still want to in- 
crease the recruitment and more importantly, the retention of minorities and indi- 
viduals from disadvantaged backgrounds to serve in the health professions. Con- 
mss should not have a problem with the goals of these programs. Congress should 
have a problem with having spent literally billions of dollars over the past decade 
on attempting to achieve the goals without having any idea whether or not the pro- 
grams’ omectives have been achieved. Therefore, it is incumbent i^n the Congress 
and the DHHS to woik together and replace the Title VII and ^11 programs by 
defining a clear and concise mission statement with uniform guidelines that can 
measure the degree of success of a new program. 

Rural Health Research, Rural Outreach Grants, State Offices of Rural Health 

Combined, these three programs have been appropriated $44,080,000 for FY 1996. 
In general, these programs are designed to coordinate public and private efforts in 
improving the debvery of health care services to medicmiy underserved rural areas. 
While some of the defined goals within these programs overlap with those in the 
Title VII and VIII programs, it is clear that a distinct need exists for individuals 
residing in rural areas. According to a May 1993 report by the House Committee 
on Energy and Commerce, “As of 1990, about 22.5 percent of the U.S. population 
lived in non-metropolitan areas. These rural residents face some different health 
care problems than do urban Americans. Overall, rates of acute health care prob- 
lems are comparable to those of urban residents; however, fetal, infant, and mater- 
nal mortality are disproportionately high in rur^ areas." Absent a consolidation/ 
merger of these three programs, the block granting of their funds would facilitate 
the streamlining and cooroination of providing health care in rural areas. 

RYAN WHITE AIDS PROGRAMS 
Title I — Emergency Assistance 
Title II — Comprehensive Care Programs 
Title in — Early Intervention fbograms 
Title rv — ^Pediatric Demonstrations 

With respect to Titles I-IV of the Ryan White AIDS Programs, the Congress ap- 
proved $633 million for the Hscal year 1996. By consolidating these four programs 
into a single block grant, the funding will be oetter tai^eted for urban and rural 
areas that have a disproportionate number of patients with either HIV or AIDS. In 
order to ensure that these funds are allocated in an accountable and precise man- 
ner, several policy objectives must be met. 

1) Limiting the spread of HIV through traditional public health interventions; i.e. 
routine diagnosis, confidential reporting, voluntary partner notification must become 
the basis for containing the epidemic. 

2) Education programs create awareness but are not as effective in modifying be- 
havior absent personal, test linked knowledge of one's own and one’s partner’s HIV 
status. Programs that do not include diagnosis should receive less funding. 

3) HIV/AIDS care programs should be continued, but only if the dollars are allo- 
cated to people afllicted with HIV/AIDS and not those who have already passed 
away from the disease. Formulas must be changed so that individuals who are af- 
fected today are the primaiy beneficiaries. 

4 ) Prenatal HIV testii^ for all pregnant women should become a standard medi- 
cal practice. Providing AZT treatment to pregnant women who are HIV positive re- 
duces the probability of the infant being bom infected with the HIV vims by three- 
fold (26% to 8%). 

6) HIV partner notification programs should be implemented. This is a standard 
pubUc health procedure for most other contagious and sexually transmitted dis- 
eases. To be certain, lemtimate concerns exist regarding the confidentiality of HIV/ 
AIDS patients that information may be leaked out of public health departments. 
However, pubUc health draartments nave reported over 400,000 cases of AIDS with- 
out a single breach of confidentiaUty in any of the fifty states. 

6) When Ryan- White is re-authorized, the Congress should consider implementing 
the following policy recommendations pursuant to releasing block grant funds. 


11 Staff of the Subcommittee on Realth and the Environment, “Report on the Major Programs 
Within the Jurisdiction of the Subcommittee on Health and Environment for the use of the Com- 
mittee on Energy and Cisnmerce. U.S. House of Representatives,’* Committee FVint 103^, May 
1993, p. 74. 
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a) Only living patients with HIV or AIDS needing necessaty medical care 
should receive benefits. Any formula that is based on AIDS prevalence should 
be discarded. 

b) Anv patient living with HIV or AIDS who needs medical care should quai- 
ls for those funds based on where they currently reside, not where they were 
disposed. 

cT Means testi^ retirements should be made a mandatory retu^ment 
prior to any individual benefiting from Ryan White funds. The rationale for this 
IS clear — federal funds diould m to those who duly have no other resources. 

7) Research in HIV/AIDS nee^ to be restructured. The federal government 
through its grants process has spent billions of dollars on "AIDS” researc^ con- 
centrating on end stage AIDS cases as opposed to the full spectrum of the HiV dis- 
ease. ^rthermore, research subjects must be more representative of the present 
HIV epidemic. It is imperative that the HIV/AIDS research projects include more 
people of color, more women, more children, and residents from rural areas. 


Mr. Shays. Before I open it up for starting our questions, Mr. 
Fagan, do you have anything you want to add? 

Mr. Fagan. Two examples occurred to me of areas where, in the 
broad direction, without an accounting and a need to rejustify their 
strategy before Congress, there is a lot of waste. The National In- 
stitute of Child Health and Development, about which work I know 
a fair bit. Now, we do know that the whole nation is beginning to 
have grave concerns about what is happening in the breakdown of 
family. 

I would contend if you look over at the research moneys spent 
by that institute, by very good people doing excellent work, but the 
strategy is not yielding what the country would hope for. We were 
not forewarned by the Institute of the dangers the country was 
heading into, for instance, in the whole area of unwed teen mother- 
hood. They have spent over 10 years, 15, almost 20 years of contin- 
uous research money, and there’s no insight coming out of there on 
how to reduce out-of-wedlock teen pregnancies. 

That’s from the premier social science institute in the country. I 
would suggest there’s been a lot of wasted money there. Thais a 
lot of waste. Now, that’s the big picture. It’s almost like they can 
drive the engine very efficiently and everybody’s doing it well, but 
there’s a tremendous waste because if you want to get to one place, 
but you’re heading somewhere else, there’s a huge inefficiency 
there. 


I would also contend, actually, if you come right within HHS it- 
self, it is an open secret in HHS, but not much discussed on the 
Hill, that one of the agencies there — the Agency on Aging— is itself 
a waste of taxpayers’ money. It is not well-run. It is locked into the 
reflations. And from its relationship with the Hill over the years, 
it nas been protected. But it is an agency that is in need of real 


reform. 

And I would suggest straight off that if you look at it and its 
work, it’s not that there isn’t a huge or m-eat work to be done with 
the elderly in the country, but what is happening in AOA is itself 
an embarrassment within the civil service and within HHS itself. 
There are two areas. In the broad area for investigation to reduce 
waste, they are there. 

Mr. Shays. Let me open it up for questions, and thank you both 
for being here. The purpose of our committee, as we pursue how 
to allocate our time, is to hear ideas in general of ways that we 
should be focusing our time and energy. So your testimony is in- 
valuable in that effort. 
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And Mr. Fagan, you make the point so well when you point out 
that the HHS budget is larger than the gross domestic product of 
many large countries, and you cited Canada. And I’m thinking if 
you had to look at Canada and understand every part of its gross 
domestic product, it would take a lifetime. And yet, in a sense, we 
have that task. It’s an interesting analogy. 

One of the areas that I’m being forced to look into is the fact that 
Medicare and Medicaid are growing at 16 percent a year, collec- 
tively. They’re growing at slightly less than 10 percent a year. They 
comprise about 16 percent of our total Federal budget. In domestic 
spending, discretionary, there’s no growth. We’re in a hard freeze. 
President Clinton, President Bush deserve credit for basically hold- 
ing the line on discretionary spending. 

But it’s going up significantly in entitlements. When you look at 
Medicare and Medicaid, what are the first things that come to 
mind as ways to slow the growth? Not necessarily to cut the 
growth, but to slow the growth. 

Mr. Fagan. Well, Mr. Liu is the real expert on that. Let me, how- 
ever, just very quickly point out on the strategy. Again, if your 
strategy is wrong, the details are wrong. 

Mr. Shays. OIL 

Mr. Fagan. In Medicaid and Medicare, we have an entitlement. 
It’s a draw on the community. Unless we are committed to a cor- 
responding input into the community, eventually you become bank- 
rupt. And that’s a strategic thing. Its a broader issue. 

Mr. Shays. Well, it raises a question that I wrestle with. I vote 
on 33 percent of the Federal budget. And I’ve been here 8 years, 
and two-thirds of our budget is on automatic pilot. Gramm-Rud- 
man focused in on discretionary spending; it ignored the entitle- 
ments, and the entitlements went on. I would love to find a way 
that I would be forced, as a Member of Congress, to vote on every 
entitlement every year. 

And I realize the concept of an entitlement is that if you fit the 
category, you get the benefit. So it’s hard to know every year how 
much we have to spend. But if you all are able to find a solution 
to that challenge and force Congress, give us a way to force us 
every year — ^because I would love to be held accountable, and eveiy 
other member, to say, well, if this is important, what are you will- 
ing to give up? 

We are putting so much new money into entitlements. Mr. Liu, 
you basically said $50 million a year, but some of that is Social Se- 
curity, correct — $50 billion a year. 

Mr. Liu. Correct. Well, actually I am correct because the admin- 
istration acknowledges that SSA will become a separate agency 
from HHS and take that into account. 

Mr. Shays. Right. If that were taken out, how much would the 
increase be? 

Mr. Liu. It’s still the $50 million. 

Mr. Shays. It’s $50 million, so it’s not including the increase 

Mr. Liu. That’s my vmderstanding of their budget, yes, Mr. 
Chmrman. Getting back to your question about Medicare and Med- 
icaid, how the spending is continually growing and what the Con- 
gress can do to either slow the rate of growth or even reduce the 
rate of growth, my colleagues and I and Dr. Wilensky is a colleague 
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in a working group that we are in, in looking at ways to slow down 
the growth of Mechcare. 

As you correctly pointed out, it is rising at double-dipt inflation, 
and even surpassing the rate of medical inflation, which is esti- 
mated to be 5.6 percent, by the CBO. So Dr. Wilensky was going 
to explain how managed care could induce savings in the area tn 
Medicare. What we have been looking at in other areas is perhaps 
the issue of providing vouchers to senior citizens as an option to 
the current system, Mcause the current system is a fee-for-service 
system. 

And, as you mentioned, it is perceived as an entitlement. What 
the committee should clarify to their constituents, perhaps, is that 
Part A really is the only entitlement part of the Medicare program, 
because the HI — the Hospital Insurance trust fund — we all are 
forced to pay that 2.9 percent payroll tax each pay period into the 
HI trust fund. 

However, the latest trustee’s report shows that this fund will go 
insolvent by 2001 unless signiflcant reforms are done to the Medi- 
care program. Part B is an entirely involuntary program and, as 
such, is not an entitlement. Seniors enroll in Medicare Part B, the 
physicians insurance portion of Medicare, because it is a very good 
deal. It is basically subsidized by the taxpayers to the tune of 
roughly 80 percent, or perhaps 75 percent. This year alone, the 
Medicare enrollee is paying a premium of $46.10 a month. 

That is roughly 30 percent of the true actuarial value of the Med- 
icare Part B premium. Who is picking up the rest of that tab is the 
taxpayers. So what you have as a possible way to slow down the 
Government’s spending on Medicare, first of all, is perhaps to re- 
store the original contract under the Johnson administration, back 
in 1965. When they enacted Medicare, the Medicare Part B pre- 
mium was supposed to be a 50-50 split between the enrollee and 
the taxpayer. Basically it was a half-half contribution. Unfortu- 
nately, Decause of rising health care costs. Congress and the Health 
Care Financing Administration, perhaps for politics or for policy 
standards, has reduced that original contribution and scaled it 
back down to 30 percent this year. And actually, lepslatively, and 
over 1993, the Medicare Part B premium contribution is going to 
be scaled back to 25 percent in FT96, forcing taxpayers to pick up 
the additional 75 percent. 

And that is why you have proposals, perhaps, to raise the enroll- 
ee’s contributions, since it is voluntary, it is voluntaiy, to raise it 
back, perhaps, to the original contract. And that would yield $123 
billion in savings over 5 years. 

Mr. Shays. Let me call on Mr. Fattah. When you come around 
a second time to me, I would like to know what different options 
exist to replace an entitlement with a pro^am that would enable 
us to have to vote every year on the expenditure, but still have the 
flexibility to pick up new enrollees if they come into the system. In 
other words, if you block grant and it runs out in September, how 
do you deal with that? 

Mr. Fattah. 

Mr. Fattah. Thank you, Mr. Chairman, and I thank the two gen- 
tlemen for their testimony. You have proposed that the Low-Income 
Home Energy Assistance program be eliminated, the National Pro- 
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gram Office for AIDS, the Minority Health Initiative and so forth 
and so on. And you say in your document, as does Mr. Flanagan? 
Mr. Fagan. Fagan. 

Mr. Fattah. Fagan — ^that these are your personal views. They 
don’t represent the views of the Heritage Foundation; is that cor- 
rect? 

Mr. Liu. Correct. 

Mr. Fagan. Correct. 

Mr. Fattah. OK However, you do work for the Heritage Founda- 
tion. 

Mr. Liu. I do. 

Mr. Fattah. OK Can you tell the committee — and if you can’t 
today, can you share it with the chairman and share with the other 
members — the Heritage Foundation, how is it funded? 

Mr. Liu. Sure, I can explain right now, actually. The Heritage 
Foundation is a private, not-for-profit, nonpartisan think tank. 

Mr. Fattah. I’ve got the structure. 

Mr. Liu. We are a 501(c)(3) organization. As such, we do not 
lobby Congress. We do not receive any Federal or State dollars. We 
are solely supported by private contributions. 

Mr. Fattah. Individuals, businesses? 

Mr. Liu. They are individuals or trusts or businesses. 

Mr. Fattah. Would there be individuals who presently do busi- 
ness with the Federal Government or in the heauh care industry? 
And if so, if there are individuals or businesses that presently are 

[ »roviders of health care imder these programs, could we have the 
ist of those names? 

Mr. Liu. I would be more than glad to bring that back to our 
treasurer and have it submitted to the chairman. 

Mr. Fattah, Because I think it’s important. I think it’s important 
that the committee understand the views that are being expressed 
and whose views they represent so that we can make sure that we 
have all the cards on the deck here. Because I do note that, even 
though you make these proposals to eliminate programs that help 
people, there’s nothing in your comment about any of the massive 
fraud and abuse that we heard about from the inspector general, 
from the GAO, of corporate crooks, as the chairman called the 
criminals who are ripping off billions of dollars from the system. 

Mr. Liu. Correct. That’s a two-pronged question. The first ques- 
tion, to take it one step further, actually, one of the suggestions 
that I was going to make here, in asking us to disclose who our 
contributors are, I would, as part of this subcommittee’s respon- 
sibilities, perhaps, is to require full disclosure from all groups who 
come before Congress and testify; and disclose one, what their sta- 
tus is as far as profit or not for profit, and second of all, also dis- 
close if they receive any Federal dollars to lobby. 

Because what you find on a continuous basis is the Congress 
both authorizing and appropriating money to programs who then 
in turn give out, through the grant process, to private groups out 
in the private sector. And then also they come back and lobby this 
committee as well as other committees for the stated goals as well. 

Mr. Fattah. I agree with you. But you also would recognize, for 
instance, if you had an association, a not-for-profit, that was fund- 
ed primarily by defense contractors who then came and lobbied the 
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Con|^ess on defense appropriations, that the fact that they didn’t 
receive directly Federal dollars does not, in and of itself, clear up 
the picture about why they may have such strident viewpoints for 
a particular matter. 

So what I’m trying to get you to do is just to help the committee 
understand, perhaps, whether or not the Heritage Foundation and 
its associates have any undue influences that would hinder their 
more objective testimonies in these hearings. 

Let me get to your specific testimony now. You want to eliminate 
a $20 million program to encourage minorities entering the health 
care professions, as part of your written testimony before the com- 
mittee. 

Can you tell the committee what percentage of doctors in this 
country are represented by underrepresented minorities? 

Mr. Liu. I assume you’re talking about the Office of Minority 
Health, is that correct, Mr. Fattah? 

Mr. Fattah. Yes. 

Mr. Liu. I do not know that specific percentage. I can review the 
GAO report. 

Mr. Fattah. Do you know the number of doctors that are African 
Americans, who are practicing doctors now? 

Mr. Liu. In the United States? 

Mr. Fattah. Yes. 

Mr. Liu. I do not know the exact number. 

Mr. Fattah. Hispanic? 

Mr. Liu. No. 

Mr. Fatiah. ok, but you recommend that we eliminate this pro- 
gram, right? 

Mr. Liu. I recommend that the program be eliminated because 
it duplicates an existing program within HHS, which has the same 
purpose. 

Mr. Fattah. Thank you. I want to get to this logic. So if you took 
that logic, that any program that was aimed at a similar or same 
purpose is therefore a waste, that you would have to eliminate 
much of tbe defense appropriations, right? 

Mr. Liu. I’m not following you, Mr. Fattah. 

Mr. Fattah. Let’s take law enforcement. If the FBI is after 
crooks and the DEA is after crooks and the local police are after 
crooks and the State police is after crooks, that some of those — all 
but one of those are waste, under your logic that you’re using now. 

If you’re saying that there’s only one way to go after and try to 
include minority doctors, or one program. 

Mr. Liu. No. What I am saying is that Congress, or the authoriz- 
ing committee, has not stated by what degree they measure success 
in these programs. 

Mr. Fattah. But therefore the program should be eliminated? 

Mr. Liu. It will be eliminated or redefined. 

Mr. Fattah. Well, you call for eliminating of this program. 

Mr. Liu. I do call for elimination. 

Mr. Fattah. And let me continue. You call for its elimination 
without having any, seemingly, based on my first question on this 
matter, understanding of the entirety of the picture as relates to 
why it is in the national interest to increase the participation of 
minorities in the health care profession. 
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Mr. Liu. Mr. Fattah, like I stated earlier in the beginning, I do 
not question, nor have I questioned, the need to increase minority 
representation in the health professions. As a minority, I would as- 
sume I’m a minority, even though by the GAO, Asian Americans 
are not mentioned as a minority in the health profession. I would 
make that part of the record. 

It only mentions African Americans, Hispanics and Native Amer- 
icans. It does not mention Cubans or Pacific Islanders or even 
women as a minority. But getting back to your original question of 
whether or not I recommended elimination of this office because I 
consider it waste, by looking at the legislative language and the ap- 
propriations support from FY95, as well as the authorizing lan- 
guage of the House Energy and Commerce Committee, on which I 
served as former staff 

Mr. Fattah. I think you’re being repetitive. I heard your state- 
ment on that matter earlier. 

Mr. Liu. No, no. I want to answer your question, Mr. Fattah. 

Mr. Fattah. OK 

Mr. Liu. Is that the Office of Minority Health, its stated goals 
and mission statements and this language here that is passed by 
Congress duplicates the Office of Research on Minority Health, 
which is under a different agency in HHS, which is the Office of 
Director of the National Institutes of Health. And if you look at 
that program, again, it is not only to improve the health status of 
minorities, which I do think is very crucial and significant; but two, 
is to increase the participation of minorities in biomedical research, 
through encouraging them and providing ways for them to attend 
medical school and nursing school or chiropractor school, or what- 
ever. 

Mr. Fattah. I read your testimony. Let me ask you one final 
question, Mr. Chairman, if I could. You put in your footnote on 
page 6 the whole issue of the case of Miss Sheila Carroll from the 
Georgetown Medical Center. And you indicate, as part of your ra- 
tionale for your recommendation related to the National Health 
Service Corps program, this particular story that appeared on April 
17, 1991. 

And the footnote goes on to talk about some 500 students who 
benefited from this promam, who perhaps did not live up to their 
responsibilities. And I have a twofold question, ^^at is the total 
number of students who benefited from this program over the 20- 
year period? 

Mr. Liu. I would say several thousand, over several thousand 
students have. 

Mr. Fattah. Do you know the answer? 

Mr. Liu. Not specifically. 

Mr. Fattah. So it’s difficult for the committee, then, to under- 
stand the relationship between either this 1 case or the 500 that 
are referred to, in proportion to the overall pool of students who 
have benefited. 

Mr. Liu. This 500 number, actually. I’m glad you raised that, are 
only successful prosecutions and convictions, if you will, Mr. 
Fattah, not how many pending ongoing cases there are. 

Mr. Fattah. Can you help us with those numbers? 
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Mr. Liu. I’d be more than glad to follow up and submit. But that 
is really the IG’s office’s responsibility in pursuing that. 

Mr. Fattah. But you understand my difficulty with understand- 
ing the validity of the research that led to these recommendations, 
absent some picture of the overall number of students who bene- 
fited, the number of students who benefited but yet haven’t fulfilled 
their responsibilities, and any examination of whv, in fact, those 
particular number of students did not live up to their responsibil- 
ity. 

It’s difficult to deal with making a recommendation and not hav- 
ing the foundation so that we can look at it and the committee can 
judge for itself how reasonable and rational such a recommendation 
would be. 

Mr. Liu. This is just one example of fraud, and why the pro^am 
should be eliminated. The real underlying reason why the National 
Health Service Corps, in my opinion, should either be eliminated 
or restructured is that, if you ^nd $156 million a year on a pro- 
gram to increase the number of physicians and related health care 
providers — nurses, et cetera — in underserved areas, and the GAO’s 
own report — ^the GAO’s own report, not mine, but the GAO’s re- 
port — says that this program has not met its goals, and it has a 
defined common goal, and you even have, during the health care 
debate last year, on both sides of the aisle citing the need to in- 
crease providers in these areas, I would question, is that money 
being well spent? 

And it is not being well spent, as the GAO suggests. 

Mr. Fattah. Again, your logic would have us wllow, then, to the 
decree that funds that we have appropriated to the FBI have not 
solved all crimes in our country, that those dollars are being wast- 
ed because the goal is not being met. 

Mr. Liu. That’s apples and oranges, Mr. Fattah. 

Mr. Fattah. If you follow the rationale of your logic, the issue 
is, are the students that are being helped going back and pro\nding 
this service in underserved areas. And to point out one particular 
instance where that was not the case doesn’t help the committee 
understand whether or not 

Mr. Shays. One of your points, Mr. Liu, is to say that, take a 
look at the GAO report that finds some significant problems with 
the programs. And I tbink that’s a fair request for us to do. 

Mr. Fattah. I also think it’s fair that the witness has taken a 
look and be able to tell us how many students have been in the 
program. 

Mr. Shays. Right. 

Mr. Liu. It’s not just that, but as I mentioned, I c^ state with 
definition, in FYDS, as I stated, roughly 3,000 participate across 
the entire country participated in this country. And this pr<^am 
got $156 million to benefit 3,000 participants. And as I calculated, 
that’s roughly $41,000 per participant. And again, as I said, that’s 
assuming that every one of these students went to a top-notch or 
a private, very expensive medical school or nursing school. 

And I do not believe that nursing school or even some medical 
schools cost $41,000 a vear. 

Mr. Shays. I hear the point of both gentlemen. The point is, he 
would have preferred if you had some more statistics to make your 





point. But in your mind, you’re satisfied with the fact that we need 
to look at this issue, based on the numbers that you’re looking at. 

Mr. Souder, if you wanted to try to ask some questions for 5 min- 
utes. And I’ll go and vote and you can adjourn when you’re done. 
And Mr. Barrett, if you want to come now, and then we can come 
back. Is that alright with you? 

Well, do you want to wait while Mr. Souder is asking his ques- 
tions? Either w^. 

Mr. Fattah. (JK, I’ll wait. 

Mr. Souder [presiding]. I would also like, for the record, that if 
the Heritage Foundation submits their background, that people on 
panel III and others should give their background, too, as to where 
their funding comes from and that there’s an equality of witnesses. 
First, I want to start with a question, probably more directed at 
Mr. Lau. In Medicaid, and particularly in the Medicare, I notice in 
my own family and friends, and I wonder if there’s any national 
data that increasingly, with the rising cost of medical care, many 
families are faced, such as my mother and father-in-law, within a 
very short period of time having their entire savings depleted. 

Historically, families used up the money on medical care. In- 
creasingly, what we’re facing within our family as well as most of 
my friends and my generation, is having our parents pass through 
the money because the savings will be gone so fast that they mignt 
as well pass it through and nave the Federal Government pick it 
up. And, it’s been a major cost shifting to the Federal Government. 
Is there any data on this? 

Mr. Liu. There is. And actually, as the first panel mentioned, on 
Mr. Barrett’s insight, was that the Medicaid system is being sub- 
jected, unfortunately in this case, legally, through various loopholes 
in the current law, that they are allowed to pass on their savings 
so that they won’t jeopardize their assets, which is understandable. 
And I think one avenue Congress might want to pursue is encour- 
aging the working families as well as those approaching retirement 
about the wisdom of purchasing private, long-term care insurance. 

If you look at the numbers of individuals who are not purchasing 
private, long-term care insurance, like myself, who are working and 
putting, perhaps, into medical savings account so that when I do 
retire, I will have accumulated sufficient funds to purchase long- 
term care insurance. I think that is a veiy wise avenue that Con- 
gress might want to pursue. 

And if you look at the numbers, it is absolutely correct that you 
have families that are out there hiring lawyers at $400 an hour so 
that they can somehow protect their assets. Yet they don’t think 
it’s wise to purchase private long-term care insurance, and in the 
process, pay their monthly premium, but then have the private sec- 
tor pick up their care when they do get ill when they’re over 65. 

And I do think Congress really does need to look into the area 
of encouraging families and individuals to purchase private long- 
term care insurance. Whether or not you make that available 
through a tax credit or allow them to put this money into an MSA, 
which is currently being discussed in Ways and Means, I think 
those are very wise options so that the Government, through the 
Medicaid program, particularly, does not have to spend that much 
money. 



Because ihat portion alone in Medicaid is one of the largest 
chunks of money going toward long-term care, and still nursing fa- 
cilities, by the way. 

Mr. SouDER. Well, you get some tax deduction with it and while 
that would be nice for the Federal Government, what is the benefit 
of having a medical savings account so that, in effect, you pay for 
your care, rather than the Federal Government paying for it? In 
other words, exhortation isn’t going to do it; the amount of deduc- 
tion probably is not going to do it, TOcause you could have been cov- 
ered anyw^. The fear of the Government being broke may do it. 

Mr. Liu. lught. 

Mr. SouDER. Is there a way or do you know of anybody who has 
looked at ways to protect more of our savings? In other words, if 
you have a medical savings account, combined with catastrophic 
coverage, but you could have more of your savings exempt that 
isn’t in the medical savings account as well, and not have to go 
down below a threshold if you acted responsibly, as opposed to if 
you hadn’t? 

Mr. Liu. 'That is precisely the point, Mr. Souder, that my col- 
leagues and I are looking at. And we’ll be more than glad to share 
our results with you, because we do believe that part of the respon- 
sibility does lie with the individual and the family to purchase pri- 
vate long-term care insurance. And like you mentioned, by combin- 
ing an MSA with a catastrophic policy, when that individual hits 
65 years old and should they need long-term care, there will be suf- 
ficient fimds set aside that has been accumulated over the past 30, 
40 years that that person is working, will be there to provide for 
that kind of care. 

In ways that you can do it to provide an incentive, like I men- 
tioned earlier, was perhaps providing a tax credit. I would suggest, 
as opposed to a flat tax credit, you might want to do a sliding scale, 
based on the individual’s income to make that attractive and more 
affordable. 

Mr. Souder. OK. We’re going to take a brief recess. We’ve got 
5 minutes left to vote. 

[A brief recess was taken.] 

Mr. Shays. Mr. Barrett, you have the dias, the floor. 

Mr. Barrett. Thank you very much, Mr. Chairman. I appreciate 
your holding the hearing. I’m going to probably massacre your 
name, too, Mr. Liu. One of the programs I see in your testimony 
is a program dealing with Hansen’s Disease Service. Can you talk 
a little bit about that? 

Mr. Liu. Sure. That is a project that is in Carville, LA, which 
conducts research as well as provides care to patients suffering 
from Hansen’s Disease, otherwise known as leprosy. And the rea- 
son why that categorical pro^am had been requested to be elimi- 
nated is because there is medical research being done within NIH, 
as well as other private universities and public universities, in the 
area of leprosy. 

And I actually got a letter from this institution down in Louisi- 
ana, because I had recommended this during a recision hearing, 
echoing their support. And I was very surprised— echoing support 
that this program be eliminated as structured, because there was 
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not enough money going to patient care. And basically, a lot of this 
money was going to the building facility. 

If you go down to Louisiana, I saw a picture on a news program, 
this is a project that was started by the request of Senator John- 
son. And it is this project here that — the people that run this place 
that the money is not being used efficiently down in Carville, LA. 

Mr. Barrett. How long has this program been receiving money? 

Mr. Liu. In looking at OMB’s budget, at least for the past 4 
years, and it could be longer. 

Mr. Barrett. Is it authorized? 

Mr. Liu. I do not know that. It was in the appropriations report. 

Mr. Barrett. OK If you could get me the information and the 
letter, I would appreciate that. 

Mr. Liu. Sure. 

[The information referred to follows;] 

The Gillis W. Long Hansen’s Disease Center located in Carville, Louisiana has 
been receiving federal funding since 1921. The funding for the last five years is list- 
ed below. 
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Year Amount 


1991 $19.8 

1992 19.5 

1993 20.0 

1994 20.7 

1995 20.8 

1996 requested 20.8 


Patients’ Federation 
Gilus W Long Hansen’s Disease Center 
Carville, Louisiana 70721 

February 9, 1995 

Mr. Lawrence M. Sauer, 

Director, Division o/* Legislation 

Sir: 

Refers to your letter dated January 18, 1995, no file reference, addressed to Mr. 
J. CorrigaiL Director, Division of Le^slation concerning HRSA Legislative Report 
relating to Possible Rescissions in DHHS Programs, 

From the tone of your letter, there were some very interesting topics discussed 
dealing with the outbacks and budget constraints by the various witnesses. 

The members of the Patients’ Federation would uke to add some comments in ad- 
dition to the statements made to the Subcommittee by the various witnessess. 

We feel ^at a statement made by Dr. Robert G. Harmon, M.D., MPH, Adminis- 
trator, Assistant Surgeon General, HRSA, during a visit to the center in November 
1991 to the effect that “the HHS is the most inept, incompetent, and disorganized 
department he has ever come across.” This falls right in line with the statements 
made by witnessess during the Subcommittee hearings. 

As you are probably aware, this is one of the highest cost plants and the largest 
p^ of the budget for the center goes toward the maintaintence. Additionally, there 
stUl remains a 2 to 1 ratio of employees to patients, most of which continue to re- 
ceive 25% hazard, or as they call it, incentive pay. 

The Patients’ Federation has had a pro^sal before HHS to give those patients 
able and desiring to do so, a stipend in order that we could be a part of society and 
live our remaining years in dignity, but because of socioeconomic mores are unable 
to do so. This proposal was given the title of “A19 Legislative Proposal” and would 
reduce budget constraints considerably. Am forwarding to you a copy of this pro- 
posal concerning the stipend and the savings that would be realized if it were imple- 
mented. As you can readily see that under the heading “Cost”, the overall cost to 








the Government would decrease because the Center facility will be more effectively 
and efliciently utilized. 

There have been a number of studies commissioned that have entailed thousands 
of dollars to complete, and every one has stated emphatically that this center is no 
longer feasible in light of modem medical findings mat Hansen’s Disease no longer 
poses a problem for the public. The studies have included that a stipend for those 
patients desiring to do so should be forthcoming and the remaining patients be 
placed in nursing homes or hospitals in the Baton Rouge area. Also the studies and 
findings indicated that there were many dup licate programs that overlapped others 
and that are being done at the CDC and NTH. 

To this date and time not one study has been implemented not has any item men- 
tioned even been considered much less acted upon. Even Dr. Jacobson’s proposal 
which dealt mostly with the Nitzkin Study went unheeded. 

Had this been the case, the PHS could have ratten away from these high plant 
costs and turned the center over to the BOP, \mo spent millions of dollars to up- 
grade the center for their use, and then had to walk away from it and see all this 
money flatly waisted at taxpayers expense, a good numMr of them patients and 
staff. At this time the ratio was 3 to 1, employees to patients and they felt that the 
patients should be held hostage in order for them keep their Jobs and their 26% ad- 
ditional pay. 

Additionally a time and motion study was completed by Mr. Lloyd H. Fagg, DFS, 
and transmitted to the Associate Administrator for Operations and Management, 
HRSA, on October 7, 1993. This time and motion study, if it had been implemented, 
would have reduced costs at the center close to a million dollars. 

Also included is a newspaper article from the local Baton Rouge paper concerning 
the recommended relocation. 

We are in receipt of your note dated October 3, 1991 on the subject of Carville 
St^nd Q&As. 

In case you have not been apprised, the Center received 3.7 million dollars ob- 
tained by Sen J. Beimett Johnston’s office in addition to its 1994 budget. This 
money is being spent on everything imaginable except patient care. 

We concur wholeheartedly with Mr. John Liu that the DHHS spends literally bil- 
lions of dollars each year on wasteful, duplicative, and unsuccessful prowams and 
should be terminated. 'The Gillis W. Long Hansen’s Disease Center could be dealt 
with as outlined above. 

The bottom line Mr. Sauer is that Headquarters, the Administration, and Wash- 
ington does not care or give a daiim one way or the other and the patients are the 
ones being hurt. 


PUBLIC HEALTH SERVICE FISCAL YEAR ISS't LEGISLATIVE PROPOSAL 
STIPia<D RELATED TO HANSEN’S DISEASE PATIENTS 

Authorize living stipend to Gillis W. Long Hansen’s Disease Center long term care 
resident!^ patients who desire to move permanently from the Center 

Current Law: Action 320 of the F\iblic Health Service Act authorizes care and 
treatment without charge at the Gillis W. Long Hansen’s Disease Center in Carville, 
Louisiana, to any person suffering from Hansen’s disease who needs and requests 
care and treatment for the disease. 

Proposal: Provide an additional option for PHS to discharge its statutory respon- 
sibility for providing care to the Hansen’s disease patients now residing at Carrhlle. 
Amend S^ion 320 of the Public Health Service Act to permit the payment of a 
monthly stipend of $2,000 to any current long term care residential Hansen’s dis- 
ease patient of the Gillis W. Long Hansen’s Disease Center, Carville, Louisiana, who 
elects to move off the Center site. This amount is to be changed annually to reflect 
the rate of inflation as reflected in the Consumer Price Index. Outpatient and acute 
hospital care for Hansen’s disease related illnesses will remain available to patients 
who elect to revive this stipend. Residential patients must make the election of a 
stipend in lieu of residential care within 12 months of being notified of the option. 
If mstitutional care is required in the future, PHS has the option of providing it 
outside of CarviUe. 

Rationale: This proposal provides alternative living arrangements for the current 
residential patient population of approximately 180 patients at the Center bjr assur- 
ing them with a source of raaranteed income. The average age of current residential 
patients is 70 years. The Public Health Service will continue its life long commit- 
ment to these Hansen’s disease patients making it easier for PHS to free the 
Carville campus. 
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Effect of Beneficiaries: A recent j^tition from the Patients’ Federation that rep- 
resents the patients of the Gillis W. Long Hansen’s Disease Center indicates that 
up to 100 of the current 180 patients will accept the stipend option should it be au- 
thorized. The stipend will provide these aged patients an option that they currently 
do not have to leave the Center permanently with a guaranteed source of income. 
The Government’s life time commitment to these patients will continue for out- 
patient and acute hospital care associated with Hansen’s disease. There will be no 
negative impact on the residential patients who do not elect the stipend. These pa- 
tients, mostly the very aged and infirm, will be provided lifelong residential care 
that they currently receive. 

Family and Federalism Impact: None 

Effective Date: The effective date of the stipend option will be upon enactment 
and will extend to 12 months after the patient is notified of the option that each 
can exercise. This “window of opportunity will encourage patients who desire to ex- 
ercise this option to do so quickW. 

Cost: The overall cost to the Government will decrease because the Center facility 
will be more effectively and efficiently utilized. The annual expense is estimated to 
be $2,400,000 in stipend cost and $240,000 in contract care costs for a total annual 
cost of $2,640,000. 

Contact Person: Jimmy Mitchell, (301)443-4814 or (301)443-2380 


Relocating Hansen’s Center recommended 
BY CHRIS FRINK— WESrSIDE BUREAU 

Carville — A consultant’s report recommends moving the Gillis W. Long Hansen’s 
Disease Center out of the hospital here, a gr^up of patients learned Thursday. But 
the center’s director is not packing up his office. 

“They keep emphasizing a new location because this place is not cost-effective,” 
Jade Pendleton told a meeting of more than 50 patients. Pendleton heads the cen- 
ter's Patients’ Federation. 

“We thought we’d let you know what they are planning — this place is history,” 
said federation board member Ray Ellwood. 

The report, prepared for the U3. Public Health Services by a New Orleans con- 
sultant, was released Tuesday. 

However, any changes in the program or the Carville site will be slow in coming, 
said Dr. Robert Jacobson, the center’s director, in an interview after the meeting. 
“It’s a long way between proposing something and Congress passing it,” he said. 

“If it happens at all, it’s a ways down the road,” Jacobson said. A re^istic scenario 
involves gradually moving the program from the Carville facilities to Baton Rouge 
over a five- to seven-year period, he said. 

Hansen’s disease used to be known as leprosy and the Carville site became a “lep- 
rosarium” in the late 1880s. The U.S. P*ublic Health &rvice Act provides free care 
and treatment for Hansen’s disease at Carville. 

Pendleton repeatedly emphasized Congressional approval. “It’s going to take legis- 
lative action,” he said. “There is no guarantee of an^hing, this is just a semi-final 
draft.” 

'There is no firm timetable for acting on the report, Jacobson said. 

Jacobson also noted the recommendation to move the program is not the first. 
“This is the first in a series of efforts,” he said. 

'The report recommends moving patients out of the sprawling, “antiquated” hos- 
pital complex into a yet-to-be determined facility in Baton Rouge. 

"The Carville facility is no longer a cost-efficient site,” said the report’s prelimi- 
nary draft. "The program should have been relocated to an urban medfcal center 
many years ago.” 

Patients who can care for themselves would be offered a monthly stipend — the re- 
port suggests $2,000 per month — to move back into the outside world. 

“It’s going to allow patients to go out and live out their lives in ^gnity,” Pendleton 
said. 

More than 160 Hansen’s disease patients live at the hospital, Pendleton said after 
the meeting. About 40 are bed-ridden, he said. 

Patients who cannot or do not want to leave the program would be kept together, 
Pendleton said. “They’re going to try to find a facility where they can move the Han- 
sen’s disease patients as a group,” he told the patients. 

Some have been there for decades; all were forced W health officials to come to 
Carville, he said, Pendleton was sent to Carville from Phoenix in 1960 after he was 
diagnosed with the disease. 
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“Stair have estimated that 40 to 60 residents mi^t take advantage of this offer,” 
the report said. “The Patients’ Federation estimates about 100.” 

Several patients said after Thursday’s meeting that they did not want to leave. 
“I’m 81 years old and I came here to retire,” said a man who wanted to be identified 
only as Johnny. “I figured it was the beat place for me.” 

Johnny said he had been in and out of Carville several times since he first was 
confined in 1935, “I had to come here, I didn’t have any choice.” 

In his years at Carville, Johniw said he became part of a “family” with the other 
patients and it’s a feeling he is afraid any move would destroy. 

Mr. Barrett. I’d like to also go back to the concerns that 

Mr. Shays. Fm just going to inject myself a second. When we do 
make the requests, it really would be helpful to follow through. 
And I’d like to make sure that you send a copy to our staff so that 
we know. 

Mr. Liu. Sure. 

Mr. Shays. Thanks. 

Mr. Barrett. I’d like to follow up on some of Mr. Fattah’s ques- 
tions about the National Health Service Corps, and, in particular, 
the woman who was mentioned in the footnote. You indicated in 
your footnote that she joined a private practice and filed for bank- 
ruptcy. Was the loan dismissed in bankruptcy? 

Mr. Liu. Excuse me? 

Mr. Barrett. Was the loan dismissed? 

Mr. Liu. Not according to the Washington Post, it wasn’t. 

Mr. Barrett. OK So even though she tried to commit fraud, it 
didn’t work. 

Mr. Liu. Well, she did commit fraud. She first of all, did not go 
practice at the Indian reservation, where she agreed, as part of her 
contract, to go serve. And the second part of that is that, in trying 
to escape paying back the Government the cost of her education at 
Georgetown and declaring bankruptcy, to my knowledge, the article 
did not state that the Government had successfully gotten back the 
tuition and other expenses it paid for. 

Mr. Barrett. OK In your written testimony, you talk about 
3,000 participants. Is that 3,000 participants a year? 

Mr. Liu. That was only for FY95. And actually, in following up 
on Mr. Fattah’s question, I did look for the detailed report. Be- 
tween 1985 and 1989, enrollment in the National Health Service 
Corps scholarship program declined from a high of 1,600 in 1985 
to 215 in 1989. So it obviously varies from year to year, as to the 
number of participants. 'The only reason why I cited the 3,000 fig- 
ure is, that’s the most recent figure from the Congress from its ap- 
propriations report for FY95, as well as the dollar figures, which 
is $142 million. 

Mr. Barrett. If you could get for the committee the loan default 
rate, I think that would be helpful as well. You used the figure 
3,000 participants, and I thought, well, if there’s 3,000 participants 
and the program has been in existence for 21 years, that comes out 
to less than 1 percent default rate. 

Mr. Liu. But that was for FY95. 

Mr. Barrett. Right, I understand that. But I think it’s impor- 
tant for us to have a feel for what the actual loan default rate is 
here. Do you have a suggestion as to how we deal with attracting 
physicians to the centralcities? 
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Mr. Liu. Yes, I do, Congressman Barrett. My understanding of 
the National Health Service Corps is that the Government, in seek- 
ing to attract more primary care physicians in underserved areas 
is, before the student enters med school, actually, as part of the 
“this is how we’re going to help pay for your education,” the medi- 
cal school, through this program says, hey, you have an oppor- 
tunity to not pay for your tuition if you agree to serve in one of 
these designated areas that are defined as underserved by the Fed- 
eral Government. 

Now, that is done when the student is just out of undergraduate 
school. So they’re probably 21, between 21 and 24 and pretty much 
unsettled down. And I would suggest, in talking to my friends who 
went through the process of medical school, your priorities change 
during school. Either you’ve gotten married or your wife or your 
husbwd doesn’t want to move to a certain part of Montana or an 
Indian reservation. 

Those goals change throughout those 4 years of medical school, 
as well as residency. I would suggest that the authorizing commit- 
tee in this case. Commerce, perhaps change the timeframe in which 
they seek to recruit these students; maybe toward the end of their 
residency. 

Mr. Barrett. OK I understand what you’re saying. But that 
wouldn’t be eliminating the program, that would simply 

Mr. Liu. That wouldn’t be eliminating it, that would be restruc- 
turing it. 

Mr. Barrett. OK, I understand. Let me just, if I could, Mr. 
Chairman, have an additional minute or two. If I could go to the 
LIHEAP program just for a second. This is a proCTam that, my un- 
derstanding, traditionally benefits people from the North Central 
part of the United States and the Northeast part of the United 
States. 

The Northwest, I would imagine, doesn’t need as much help be- 
cause, in some areas, at least, they’re served by power companies 
that by law are required to sell their power at a lower cost. 

Mr. Liu. Reduced rate, right. 

Mr. Barrett. What is your feeling on that? 

Mr. Liu. Speaking in light of the fact that the House has passed 
the recision bill, which did include recisions for the LIHEAP pro- 
gram, the reason why it is included in this 

Mr. Barrett. No, no, no. My question is — I understand why it’s 
included here. I’m wondering whether you have the same vigor and 
intensity against government-run utilities in the Northwest part of 
the country and the TVA for that matter. 

Mr. Liu. No. I mean, basically, I concur with you that areas of 
the upper Northwest should pay their “fair market value” or rate 
of those services. 

Mr. Barrett. So even though they’re not doing it now and even 
though it’s not occurring in the TVA area, I must acknowledge that 
when I talked to my colleagues in Wisconsin and explained to them 
why this proCTam was so easily eliminated, I explained to them 
that the new leadership in the House, the top three people, the top 
five people, are either from Texas, Louisiana, or Georgia, so they 
don’t have any need for this program. 
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So it seems to me that we’re picking at one area of the country 
which, I think, accurately tries to serve the poor people. And in 
other areas where we have Government subsidies, f don’t see this 
Congress moving to deal with those problems. 

Mr. Liu. I only focus on programs within the purview of HHS, 
so that’s why. 

Mr. Barrett. If you were speaking personally, what is your feel- 
ing? 

Mr. Lju. Philosophically, I would agree with you there. The rea- 
son why LIHEAP is mentioned here is because, again, that is a 
proCTam that operates within the Department of HHS. 

Mr. Barrett. OK. If we are unable to get at those, in effect, sub- 
sidies that affect not only poor people, but middle-class and 
wealthy people in those other parts of the country, you still think, 
even if we can’t touch those subsidies, we should still go after the 
poor people in the North Central and Northeast part of the coun- 
try? 

Mr. Liu. I don’t consider going after the “poor people.” What I 
hope to articulate is that this program was enacted in the early 
1980’s, when we did have an energy crisis because of an oil embar- 
go. And during that time, your colleague, Mr. Obey, introduced — 
was one of the main authors and sponsors of the LIHEAP program. 

And during my previous testimony before the Appropriations 
Subcommittee, I argued that that situation no longer exists and, as 
a matter of fact, the private sector is already picking up this con- 
cern. PEPC^ for example, as I mentioned, out in the West Coast, 
what was PG&E also has similar programs as far as private cus- 
tomers checking off a certain box and designating how much they 
would like extra. 

Mr. Barrett. And of course here, I assume the prices are lower 
than they are in the North Central, because 

Mr. Liu. You’re right, it will vary. But the main program was for 
LIHEAP was that it was enacted dluring an energy crisis. And back 
then, you had a situation that did warrant a need to supplement 
low-income households. 

Mr. Barrett. Thank you. 

Mr. Shays. I thank the gentleman. Does any other Member wish 
to ask questions of this panel? Mr. Fattah. 

Mr. Fattah. Yes. Mr. Chairman, thank you for your indulgence. 

Mr. Shays. No problem, that’s the point of the hearing. 

Mr. Fattah. I’ll move through it as quickly as possible. Your rec- 
ommendation, as I read it, recommends eliminating the National 
Health Service, the NHSC, as currently structured. And then you 
indicate that the first year savings would be $123 million. Is that 
the totality of the budget for that program? 

Mr. Liu. That is the totality of the budget from FY95. That 
would be the minimum amount of savings you could score. 

Mr. Fattah. So your recommendation is to eliminate the pro- 
gram. 

Mr. Liu. As I worded it in the testimony, “as presently struc- 
tured.” As I just recommended to Congressman Barrett, if you were 
to maybe make some changes within the program and allow that 
to nin for a year or two or possibly longer, as defined as ConCTess 
sees fit, to see if restructuring the National Health Service Corps 



143 


actually is working to retain, not just attract physicians, but retain 
them. 

During the break, I mentioned to your staffer that part of the 
problem is that the way it’s currently structured, you have no con- 
tinuity of service in these areas, because a lot of times a doctor will 
go to an area and serve for a year, realize he or she does not like 
serving in the area and, legalfy, can buy their way out of serving 
in that area. So you don’t solve the problem by having doctors or 
nurses there. 

Because they’ll say, I don’t want to work in this part of town; I 
would rather pay back my loan and go into private practice where 
there’s a more lucrative career than stay in that area. So that’s 
why you need continuity in this program, which is thoroughly lack- 
ing as is currently structured. 

Mr. Fattah. Let me iust go on a little bit. When you refer to this 
GAO report that you held up to the committee. 'The report indi- 
cates that the National Health Service Corps — is that the exact 
title of the program? 

Mr. Liu. Yes. 

Mr. Fattah. 'The National Health Service Corps supplied about 
half of the physicians working in community and mijCTant health 
centers in 1989, as well as nearly one-fourth of the IHS physicians, 
and about 40 percent of the physicians in BOP facilities. Nearly 
10,500 NHSC scholars, including physicians, dentists and nurses 
and other health professions, have been placed in health programs 
for the underserved since 1980. 

The report seems to indicate, notwithstanding the fact that there 
may be some improvements made in this program, but the report 
doesn’t seem to suggest that either we could afford, in the terms 
of the need for care in these areas and for physicians, to eliminate 
the program. You didn’t mean, by your earlier indication of your re- 
liance on the GAO report, that tne GAO report called for the elimi- 
nation? 

Mr. Liu. I did not state that the GAO recommended elimination. 
What I said was, in using this GAO report as 

Mr. Fattah. I just wanted to clarify that. 

Mr. Liu. Sure. 

Mr. Fattah. And one last point is, I know the Heritage Founda- 
tion has an extensive network of information. Are you aware of any 
organizations and entities that have been principally involved, in 
terms of either providing care or advocating for improved health 
care in rural and urban and commimities that are served by this 
program that wemt this program eliminated? 

Mr. Liu. I do not know of any group that would like to see that 
program eliminated. 

Mr. Fattah. Thank you veiy much for your testimony. 

Mr. Shays. I thank the gentleman. Mr. Souder. 

Mr. Souder. I wanted to follow up with a brief question or two 
on that. Are the programs in HHS that are oriented toward the 
stated minority preference medical providers unique, or are there 
programs similar in the Department of Education eind other places? 

Mr. Liu. One of my colleagues who is an expert in the Depart- 
ment of Education could be more competent. But in my under- 
standing, there are crossovers in programs between HHS’ programs 
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and those of the Department of Education. Getting back to that 
issue that, specifically, Mr. Fattah had asked me if I knew of spe- 
cific numbers of African Americans or Hispanics in the areas. 

I don’t want to go through the whole chart here for you, but the 
GAO Report 94-164 in July 1994, has a detailed chart on 

the number of African Americans and Hispanics that have entered 
the various health professions, which is why I said perhaps this 
program should be either restructured or eliminated because it du- 
plicates another program, is that it says, on page 44, “Generally, 
the numbers of African Americans, Hispanics and Native Ameri- 
cans have increased at a greater rate in health professions than in 
the U.S. population as a whole.” 

And it goes on to further state that it is not because of this pro- 
gram that you have that, because back on page 29 the number of 
nonFederal — that means physicians who did not enter this pro- 
gram — ^“nonFederal primary care physicians providing patient care 
in the U.S. increased by about 75 percent between 1975 and 1990.” 
So the question that I pose to the committee and to the Congress 
is, is this a wise use of Federal dollars? 

I do not question the goals, and I stated that. 

Mr. SouDER. Given the fact that there are other education pro- 
grams that pay student loans. Pell Grants and so on, do you know 
of anything where there would be a focus on the end result, rather 
than the bemnning of the process? For example, are there any pro- 
gframs to subsidize the facilities in the low-income area or a vouch- 
er to pay part of the cost of nursing, and other types of programs 
where you wouldn’t reward people who don’t follow through? 

Mr. Lru. I’m not aware of any specific program, but that would 
be a good suggestion for the Congress to pursue. 

Mr. SoUDER. OK, well, thank you. 

Mr. Shays. Mr. Barrett, do you have any questions? 

Mr. Barrett. No, I don’t. 

Mr. Shays. Mr. Fagan, before we let you both go, I want to be 
clear again as to your expertise when you were working the Bush 
administration for HHS. 

Mr. Fagan. I was Deputy Assistant Secretary in the Office of the 
Assistant Secretary of Planning and Evaluation. And in there, for 
the first IV 2 years, my purview was social services policy, which in- 
volved, on the one hand, the AFDC, foster care, the social service 
and all of HHS. And on the other side, it was disabilities and 
aging. 'There were two divisions. 

Mr. Shays. You have a tremendous background of overview. 

Mr. Fagan. Yes. 

Mr. Shays. You were in HHS and the whole 

Mr. Fagan. It was the big picture thing, and that’s why my testi- 
mony went more to the big picture than to 

Mr. Shays. Right, but I would just like to touch on that expertise 
a bit. When you look at this issue, you’re not coming and saying 
the Clinton administration is screwing up. Your point, it seems to 
me, is to say HHS is very large and we don’t have a handle on it; 
is that correct? 

Mr. Fagan. That’s right. My disappointment would be that the 
Bush administration never got a handle on it. 
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Mr. Shays. That’s mine, as well. I mean, we had an opportunity 
and we didn’t seize that opportimity. What is the best way for a 
Secretary to get a handle on this department, other than just hav- 
ing an initial audit? If I were a new Secretary coming to HHS, I 
would have an audit of the entire department and say, whatever 
we found, it happened under someone else’s watch. And from that 
point on, hold me accountable for what improvements I can make. 

But what would you do to try to get a handle on this agency? Be- 
cause this committee is going to trv to get an appreciation of the 
tasks. And we’re going to then decide where we put our focus. How 
would vou get a handle on it? V^ere would you put the greatest 
focus it you were a committee of a staff of eignt, of which we have 
five departments, so I have two people, basically, that can focus in 
on HHS? 

One, how would you get a handle, and two, where would you put 
your focus on? Would it be HCFA, would it be the institutes, would 
it be FDA would it be Centers for Disease Control? It’s not that, 
it’s called 

Mr. Fagan. Centers for Disease Control, yes. 

Mr. Shays. I mean, where could we make the best contribution? 

Mr. Fagan. OK, well, first, how to get a handle on it. I would 
suggest that you work with the assistant secretary in personnel. If 
there’s anyplace where there’s most likely some data bank on all 
of HHS, it would be there. Then I would essentially issue a survey 
to every — get an address label, and go from this committee direct^ 
to each division director, and ask the very same questions, and 
have them submit it on data disk. 

HHS is quite — this is standard practice there. So that as the 
questionnaires are answered in hard copy, they’re also on data disk 
for you so that you can compile. And I would put the questions in 
such a thing as, what is your mission, because you want to know 
where the overlap in missions are. And get a brief description of 
that. 

What is your budget; what are the major tasks you have done; 
how many people are in there? And I would compile that from the 
division director level. I would not go through the senior manage- 
ment, because the whole push of bureaucrat anywhere, under any 
administration, is to protect itself. And the flushing out of this data 
and making it clear will itself, without almost doing anything else, 
bring about, I suspect, major reforms. So that’s how I would get the 
data. 

Mr. Shays. I’m struck by the fact that outside HHS, we also 
would have different departments and agencies that are going to 
be doii^ some of the same tasks that HHS is doing. 

Mr. Fagan. HUD, Education, Agriculture, Labor, there would be 
a tremendous amount of overlap. And from your committee, you 
have that wider purview, I would do it, then, to all agencies. 

Mr. Shays. Let me ask you the second question. 

Mr. Fagan. The second question. 

Mr. Shays. We could literally just spend all our time as a com- 
mittee on FDA. I mean, how they certify drugs, how they certify 
equipment. We could spend all our time on HCFA. So, given that 
fact, where would you spend the primary amoimt of your time if 
you were the committee now? 
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Mr. Fagan. If I was the committee, personally, I would go — I 
think the reform of HHS itself, because I think there is such a 
push, there’s going to be such a push by the increasing budget of 
HCFA, of Medicaid, Medicare, Social Security. Other things are 
going to push that reform. That’s too big a growing elephant. The 
country is going to be clamoring for things there. 

Where the likelihood is where major reform that this committee 
would do that probably nobody else will do is the rationalizing of 
the different departments, in terms of mission statement and lining 
up personnel behind missions. That’s where I would put this com- 
mittee’s energy. 

Mr. Shays. OK Does any other Member have a followup ques- 
tion before we end? 

Mr. Liu. Mr. Chairman, I just wanted to note a correction in re- 
view of the budget. The FT96 budget request does include the So- 
cial Security Administration. Earlier I had 

Mr. Shays. So of that, the $50 billion also includes — thank you 
for doing that. 

Mr. Liu. Thank you. 

Mr. Shays. Mr. Fattah. 

Mr. Fattah. Yes. Mr. Flanagan. 

Mr. Fagan. Fagan. 

Mr. Fattah. Fagan. But Flanagan I’d take, it’s a good Irish 
name. 

Mr. Shays. Can I s^, I am really enjoying the difficulty of my 
colleague with both of your names, because his name is Chaka 
Fattah. I’m going to get his name right eventually, but I am really 
enjoyir^ this. [Laughter.] 

Mr. Fattah. Mr. Fagan, could you just mve a concise answer to 
a question on the welfare reform issue thaPs being debated now on 
the floor? You’re very interested in the ability, in the usefulness of 
the Federal Government, collecting data so that that data can be 
manipulated in ways that could be helpful in the policymaking 
process and priority setting. 

Does this welfare reform proposal, better termed the Personal 
Responsibility Act, have within it the kind of data collection capa- 
bilities that would be useful at the Federal level? Given your expe- 
riences inside the Government and now as a commentator on the 
outside. 

Mr. Fagan. I think survey data could be very useful in welfare 
reform. And I would suggest that it be gathered nationally in such 
a way that you could 

Mr. Fattah. I’m asking you, in the legislative proposal before the 
House is the requirement of the collection of data sufficient for 
someone like yourself and others to be able to have data that would 
be useful? 

Mr. Fagan. To the best of my knowledge, that’s not addressed in 
this bill, i^d I would also suggest, as I was talking with your staff 
member. I’m not too sure that the welfare bill debate is the place 
in which to discuss the gathering of data. 

Mr. Fattah. OK 

Mr. Fagan. There are lots of data which you c^ gather at the 
same time. You would have a CTeat interest, for instance, in wel- 
fare, on maternal health, on family structure, on education, on 
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community characteristics. So in order to make sense of how the 
welfare reforms at the State level are goinn, you would need to 
have that data. So I totally concur that it ought to be there. 

Mr. Fattah. But maybe not in this vehicle, maybe at some other 
point in the process. 

Mr. Fagan. Yes, but soon. I’d be right for it. And I’d be glad to 
work with you, your staff at least in submitting ideas on how that 
mi|^t be done. 

Mr. Fattah. 'Thank you very much, and I apologize for mis- 
pronouncing your name, Mr. Fagan. Mr. Liu, I have one last ques- 
tion for you. 

Mr. Liu. Sir. 

Mr. Fattah. And it goes through this issue — ^because your writ- 
ten statement and just now your oral response to one of my col- 
leagues talks about the fact that you say neither African .Ameri- 
cans or minorities, Hispanic and African Americans are being rep- 
resented in the pool of physicians now at a higher increase in pro- 
portion than the majority. Is that your statement? 

Mr. Liu. Correct. I was quoting page 44 from the report. 

Mr. Fattah. OK Now, you are aware that, first of all, that the 
number of African American phvsicians in this country is suffi- 
ciently below their proportion in the population. 

Mr. Liu. As would be Asian American physicians, as well. 

Mr. Fattah. Right, I understand. Let me just follow through 
here for a minute. About 2.6 percent, I think, is the last time I saw 
the pool; and dentists are below 2 percent. Now, you are aware 
when there was a time in this country at public universities and 
private universities that African Americans were not allowed to 
matriculate by force of law or practice. 

Mr. Liu. I am. And that was why the National Health Service 
Con)8, as well as these other programs, were enacted. 

Mr. Fattah. You are aware of that, though. 

Mr. Liu. I am aware of that. 

Mr. Fattah. OK You are aware that there’s a correlation be- 
tween the households of children, the educational attainment rates 
of their parents as it relates to the abilities of their children to pur- 
sue a higher education, and especially as it relates to first profes- 
sional school degrees? 

Mr. Liu. I do see that, but I do not see how that pertains to the 
efficacy and efficiency of 

Mr. Fattah. I’m going to get to that. I’m just trying to build my 
case here. 

Mr. Shays. Fairly quickly. 

Mr. Fattah. Fairly quickly, Mr. Chairman. The point I make is 
that if there were banners at one level, to infer that there’s less of 
a reflection in the pool of physicians and health care professionals 
now that those barriers have been removed that would be, perhaps, 
in terms of flushing out the number of students who could, in fact, 
and should be matriculating in professional schools now, that it 
would increase the pace above the majority of the population, be- 
cause it had been artificially deflated. 

Mr. Liu. If I can address that. I do understand where you are 
coming from. But if I could take that one step further, since you 
mentioned that State laws as well as the Feaeral law prohibited 
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certain populations of certain races from entering into public 
schools. 

Mr. Fattah. African Americans. 

Mr. Liu. African Americans, right. There was also a Federal law 
which placed a certain population in concentration camps in the 
1940’s for no apparent reason other than the fact of their skin 
color, which also prohibited them, at that time, during those years 
of concentration, from entering public or private school, correct? 

Mr. Fattah. I’m aware of that. 

Mr. Liu. However, in not one of these reports I’ve mentioned 
have you seen the mention of Asian Americans or Pacific Islanders 
as a minority representation in the health professions. No. 2, I only 
made those references according to the GAO report. I am quoting, 
I am not making new numbers up. I am quoting tables and charts. 

Mr. Fattah. Right. 

Mr. Liu. According to the GAO. Now, if there’s a dispute, then 
that’s what the GAO. 

Mr. Fattah. I’m not making a dispute. I’m trying to understand 
why it would be so that African Americans would be outpacing the 
m^ority, in terms of entrance and matriculation 

Mr. Liu. As a percentage. 

Mr. Fattah. Right. I’m saying that it would seem to me that 
logic would flow that if you artificially held back a class of citizens 
from participating and then allow them to participate. 

Mr. Liu. In the private sector 

Mr. Shays. We may end up having a hearing on this, and we will 
have reports in front of us and so on. And we would be happy to 
invite you back to do that. 

Mr. LIU. I’d be glad to come back. 

Mr. Shays. I think your original effort here was just to say, take 
a look at this. 

Mr. Liu. Exactly. 

Mr. Fattah. That is after he proposed that we eliminate a $40 
million program that encouraged minorities to go to medical school. 
That was his testimony. And I don’t think we should sugarcoat it. 

Mr. Liu. Mr. Chairman, if I may. As the written testimony and 
oral testimony articulates, I do not want to discourage, nor have I 
ever advocated discouraging minorities from entering the health 
professions. What I question is the efficacy and the duplicative na- 
ture of this particular program. And I cited several programs oper- 
ating within the same agency — the Department of Health and 
Human Services has several other programs with the same pur- 
ported goals. 

And the question then is, do you either block grant those pro- 
grams or do you restructure those programs as they currently 
exist? Because apparently, they are very expensive and according 
to members on both sides of the aisle, they have not achieved their 
stated goals, which is to increase physicians and primary care phy- 
sicians in rural and underserved areas. 

Mr. Shays. May I just clarify one point? My understanding — this 
is the very first program I ever voted on as a Member of Congress 
in 1987. I knew nothing about the proCTam and yet it was my first 
vote, so it was a memorable one. The basic thrust of this program 
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was to provide doctors in underserved areas, whether it was 
Bridgeport, CT or not. 

Mr. Liu. They’re two separate programs. 

Mr. Shays. Now, two separate programs, or two separate goals? 

Mr. Fattah. No, that’s what I’m saying. I think that the chair- 
mtin is 

Mr. Liu. The Minority Health Initiative. The program that Mr. 
Fattah mentions is a minority health program. And as I mentioned, 
it duplicates another program within the Office of the Director at 
the NIH. 

Mr. Shays. Right. 

Mr. Fattah. OK, well, then just so we can clear it up. 'The first 
discussion about the National Health Service Corps 

Mr. Liu. Right. That’s a Title 3 program. 

Mr. Fattah. There’s a separate program referred to in his testi- 
mony on page 9. 

Mr. Liu. feght. 

Mr. Fattah. Having to do with recruiting minority and disadvan- 
taged Americans into the health care professions. And this is a $20 
million appropriation in which the recommendation is that that 
program be eliminated. And the testimony, I think, in the commit- 
tee was that first of all, I asked about the number of physicians 
who happened to be African Americans in the overall pool, and why 
it was felt that we could now eliminate this program. And that*s 
where this whole dialog began at. 

Mr. Shays. Sure. Thank you. Mr. Fagan, before we close, one last 
word. Happy to have it, and then we’ll get on our way to finish up. 

Mr. Fagan. It’s very quick. I’d just like to get on the record, be- 
cause Mr. Fattah raised it at the opening. At the Heritage Founda- 
tion, my personal experience has been Uiat senior management is 
very, very careful to protect all the analysts from lobbying, from do- 
nors or anybody else. We really do do independent work. And there 
is a great sense of, if you want to call it, it’s akin to academic free- 
dom. 

Granted, they select people based on where they know they’re 
coming from and their expertise, as I was for my expertise in the 
human services and family area. But then they give you carte 
blanche. For instance, my testimony was not reviewed by senior 
management. It really is my own; they do give you that freedom. 

Mr. Fattah. I don’t condemn anyone’s source or philosophies. 
But academic freedom is something that you would find at the 
most liberal universities and the most conservative-minded profes- 
sor or in reverse that may be the case. From all that I’ve seen of 
the Heritage Foundation, you would have to admit that it’s a group 
of like-minded individuals, at least, who have a particular and pe- 
culiar focus on public policy. 

Mr. Fagan. Oh, sure. We’re a conservative foundation. 

Mr. Fattah. And therefore, I think it would be helpful to the 
subcommittee, at least to this member of the subcommittee, to have 
some sense of from whence this 

Mr. Shays. Gentlemen, I’m going to break this up now, if I could. 

Mr. Fattah. Thank you. 

Mr. Shays. I just want to say, the Heritage Foundation will al- 
ways be welcome here. We value your reports. We will not depend 
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just on the input of the Heritage Foundation, but we will be asking 
you to come in the future. And thank you very much for coming. 
We’re going to get on with our next witnesses. We’re going to have 
Mary Suther and Gail Wilensky, who was supposed to to on the 
second panel. 

We have a practice in this committee, regardless of who comes 
before it, whether the Secretaiy or anyone else, to swear in our wit- 
nesses. 

[Witnesses sworn.] 

Mr. Shays. I didn’t hear a loud yes, but I make the assumption 
both said yes. Happy to hear your testimony. You have particular 
expertise and we’re happy to have you pursue that expertise. 

The overall thrust of this effort is to help this committee begin 
to see how we focus our time and attention on HHS; where we 
should put our time and enerCT, based on a whole variety of issues, 
problems or just the tremendous sums of money we put in a par- 
ticular part of HHS. 

So please feel free to focus on your expertise. But this is a hear- 
ing that gives us a general overview. We will be getting into great 
depth once we decide where our focus will be. Help us to decide 
where our focus should be. 

Mary, I’d love to hear your testimony. Thank you. 

STATEMENT OF MARY SUTHER, PRESIDENT AND CEO, VISIT. 

ING NURSES ASSOCIATION OF TEXAS, ON BEHALF OF NA- 
TIONAL ASSOCIATION FOR HOME CARE; AND GAIL 

WILENSKY, SENIOR FELLOW, PROJECT HOPE 

Ms. Suther. My name is Mary Suther, and I am pleased to tes- 
tify on the National Association for Home Care. NAHC is how I 
will refer to it. I have almost 40 years of experience in health care, 
most of which has been in the nonprofit sector. That’s not to mean 
that we don’t run it like a business, because every businessman or 
woman in Dallas will tell you that a non-profit operation is run 
probably more efficiently than most of their private businesses; 
they will testify to that. 

We not only provide home health care and hospice, but we also 
provide Meals on Wheels and meals for children, as well as other 
programs. I also serve on the board of directors for the National 
Association for Home Care for the last 4 years, and have chaired 
the fraud and abuse committee, as well as chairing the new task 
force on prospective pay. And I think that’s an extremely important 
activity in terms of fraud and abuse. 

Home health care does represent a small but Rowing part of the 
Medicare program. There are many contributing factors to the 
growth, and some of those were mentioned this morning. One fac- 
tor has been the introduction of prospective pay for hospitals under 
the Medicare benefit, resulting in patients being discharged 
quicker and sicker, and doubling the number of Medicare hospital 
patients discharged to home health care. 

I remind you, when you double the number of patients dis- 
charged from hospitals, and the intention was to decrease the cost 
of hospital stays, you obviously shift that money. So you have a 
higher percentage in home health. That also was intended to de- 
crease those payments. Other factors have included policy and cov- 
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erage clarifications, allowing the Medicare program to provide the 
level and type of services that Congress intended, and the lessening 
of personnel shortage in various parts of the country that ihcreased 
the number of home health agencies that were formed. 

Also contributing to the cost of home care, the increasing cost, is 
some of the regulations that have been passed in the last tew 
years. OSHA regulations and some other regulations have added to 
that cost. And of course, most importantly, is the growth of the 
aging population in this country. Not to mention the fact that the 
population that utilizes home care most frequently is that popu- 
lation over age 85. And that is the fastest growing segment in the 
population. 

obviously, there is some increased need there for home care. 
The Medicare home care benefit still represents a relatively small 
portion — only 8.7 percent of the Medicare budget for 1995. Current 
trends indicate that the home health benefit has peaked, and that 
increases will fall to 7.8 percent by 1997, and will later plateau. 
You saw this morning a copy of a graph showing, up to 1995, a 
veiy sharp increase in home health. But it didn’t go beyond that. 
That rate of increase will start to decline. 

With the advent of miniaturization and simplified technology, 
home health has moved well beyond the traditional boundaries, 
making it possible for millions or patients to receive reduced cost 
care to eliminate, altogether in some instances, more costly in-pa- 
tient treatment. In fact, in our own agency, we serve people now 
in the home that, 20 years ago, could not even be cared for in an 
intensive care unit. 

And 10 years ago, intensive care units did provide that care in 
intensive care. A number of studies document the ability of home 
care to hold down the use of more costly care. The past decade has 
seen dramatic increases in awareness among physicians and pa- 
tient about home as an appropriate and safe, often cost-effective 
setting for the delivery of health care services. A Lou Harris poll 
found that the American public supports home care 9 to 1 over in- 
stitutional care. 

The instance of established fraud and abuse in home care is low. 
However, a single occurrence is not acceptable and must be elimi- 
nated. Growth brings with it the potential for unethical or illegal 
behavior. believes it is the responsibilities of all parties in- 

volved — ^patient, payers and providers — to act aggressively to im- 
cover, report and act against fraudulent or abusive home care pro- 
viders. 

NAHC is engaged in longstanding efforts to maintain the highest 
degree of ethics and values in home health care industry through 
a combination of member education, cooperation and assistance to 
enforcement agencies and consistent support of federally legislated 
proposals designed to combat abuses in the home care programs, 
as well as to increase the budget for the agencies that need to en- 
force this. 

In fact, NAHC met with June Gibbs Brown to suggest acting on 
the south Florida St. John’s situation that she brought up this 
morning; U) make sure that that was aggressively pursued, as we 
recognized it needed to be in the industry. Another measure that 
can be taken to prevent fraud and abuse is to enact a per episode 
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prospective payment system. And I think this is extremely impor- 
tant. 

We have long supported a fair and equitable prospective payment 
system for home care, so long as it’s been tested and proven to be 
an improvement over the current cost base reimbursement system, 
which I believe can lead to abuses in home health care. We’ve been 
strong supporters of HCFA demonstrations that would test PPS. 
We have some concerns about the demonstration as it’s currently 
constructed, since it will not resolve the case mix problems that 
have stymied the development of an acceptable PPS model. 

The demonstrations should be reoriented to deal with these case 
mix problems now, rather than set aside for later, and then people 
say we don’t have adequate data to determine what really does 
make a difference in cost in home health care. We have that oppor- 
tunity now. We’re incurring those costs now. The demonstrations 
being done as we speak. And so it’s important that something be 
done to resolve the case-mix problem. 

And we would invite this committee to assist us in seeing to it 
that that does get done. You have a copy of a letter in my testi- 
mony, to Mr. Vladeck. 

In my written testimony, there’s a detailed list of recommenda- 
tions that ConCTess can undertake to further combat fraud and 
abuse in the Medicare program. First, enact all payer anti-fraud 
legislation. Second, provide a private right of action under anti- 
kickback provisions. 

Third, offer whistleblower protection for good faith activities in 
providing information. Fourth, institute an anti-fraud review sys- 
tem at the Office of the Inspector General of the Department of 
Health and Human Services and at the Department of Justice, 
where planned activities can be subject to analysis prior to imple- 
mentation. Fifth, commit adequate resources to develop expertise 
and strategic plans to combat improper underutilization within 
managed care. 

And I know some have testified that managed care is a method 
of cost savings, and, indeed, it can be. We see a dichotomy in man- 
aged care, however. We find HMOs contracting with home health 
agencies in California, for instance, allowing so few visits that it’s 
virtually impossible to do anything for the client. On the other 
hand, there are very good managed care systems, so we would like 
to make certain that fraud and abuse doesn’t occur on the opposite 
end of the spectrum, as well as, in the overuse and abuses. 

Last, we uiink enactment of provisions to regulate home infusion 
therapy services should be strongly considered. It’s one of the areas 
in which you read about a lot of fraud and abuse. There are very 
few regulations, if any. Some States have regulations, but there are 
very few measures being taken to regulate that particular industry. 

I know that early on, you looked at the growth of the Medicare 
program and the growth of the home care program. 

.^d while I don’t have the figure with me, I was sitting back 
there, when you were asking for figures earlier, trying to figure in 
my head what percentage of that 16 percent growth is related to 
the increase in aging, and what percent is due to inflation, and 
what percent is due to the older population growing, and what per- 
cent is due to fraud and abuse. And it looks like, to me, in my 
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head, there’s about 3 percent unaccounted for there. I don’t know 
the percentage of fraud and abuse, but there are very few known 
cases, proven cases of fraud and abuse in the home care industry. 
However, those cases are large cases, very large cases. And I think 
much can be done in terms of prospective pay and looking at the 
recommendations made by our national association. 

Something was earlier mentioned about decreasing costs at 
HCFA. I will say that I’ve had the privilege to serve as the chair- 
man of a task force to reduce paperwork on several occasions with 
our national association. The first one was during the Carter ad- 
ministration. Very frankly, we didn’t get very far; we didn’t reduce 
one piece of paper. Six years ago, this committee was reconstituted, 
and guess what, I was named chair again, during the Bush admin- 
istration. 

And we did make some progress. We were able to eliminate a 
couple forms. You think that’s not much, but when you’re looking 
at millions, that is a lot. So I think some things have been done. 
And HCFA is improving in their organization and their ability to 
deal with problems as we see it in home care. And that’s been a 
constant improvement over the last 4 to 6 years. 

Also, I would like to recommend that health care — and this 
wasn’t part of my formal testimony, nor is it part of the national 
association’s recommendation — ^but in listening to the gentleman 
who had been at HHS before, I would like to recommend that the 
Government look at form following function, the way it does in pri- 
vate industry and at every other facility in the world, except health 
care. In health care, form follows reimbursement instead of func- 
tion. 

But I would think that we could, by utilizing the techniques uti- 
lized in efficient businesses, we certainly could cut a lot of waste 
and duplicative efforts. 

[The prepared statement of Ms. Suther follows:] 

Prepared Statement of Mary Suther, President and CEO, Visiting Nurses 

Association of Texas, on Behalf of National Association for Home Care 

My name is Maiy Suther. I am president and chief executive ofRcer of the Visiting 
Nurse Association of Texas, a non-proflt home care agency in Dallas. I am pleased 
to represent the National Association for Home Care at this hearing. NAHC rep- 
resents nearly 6,000 Medicare-certifled home health agencies and hospices, and the 
individuals they serve. Until this month, I chaired the NAHC Government Affairs 
Committee for 4 years and continue to serve on its Fraud and Abuse Task Force. 

I want to commend you, Mr. Chairman, for calling this important hearing today 
on issues related to controlling growth in Medicare costs and improving care. As you 
know, home health represents a small, but growing part of the Medicare program. 
More enrollees than at any previous time are accessing in-home health services — 
about 9 percent in 1994 compared to 2 percent 20 years ago. There are many con- 
tributing factors to this growth, and my testimony will attempt to detail the most 
significant of these. 

At the same time, however, we need to make absolutely sure that this growth is 
appropriate. NAHC has a long history of aggressive action to ensure against fraud 
and abuse in the Medicare home health benefit. The second part of my testimony 
will speak to the issues of fraud and abuse in home care and NAHC’s activities and 
recommendations to help eradicate these illegal and unethical activities. Finally, I 
also would like to take this opportunity to m^e a few comments about prospective 
payment. 
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FACTORS INFLUENCING RECENT AND HISTORICAL INCREASES IN THE UTILIZATION OF 
medicare’s home health BENEFIT 

The home health beneflt has heen a maturing pronam for most, perhaps all, of 
its existence in the Medicare program. In Memcare"s earliest years of operation, 
home health expenditures amounts to only about 1 percent of tne total. Therefore, 
although the heneiit has increased at an avera^ rate of 23.5 percent per year, it 
still represents a relatively small proportion of Medicare spending— only auiut 8.7 
percent of the total estimated for 1996. 

Congress has long considered home health care a cost-effective benefit and has 
taken steps over the years to encourage its utilization. For example. Congress elimi- 
nated the prior hospitalization requirement and the 100 visit limit, the home health 
deductibles. Part B copays and broadened participation to include nonlicensed pro- 
prietary agencies. These amendments removed barriers to needed home health care 
and recognized the advantage of home health services over other acute care set- 
tiims from the standpoints of patient preference and cost-effectiveness. 

Ine home health benefit became especially useful in meeting the needs of patients 
who were discharrcd from the hospital “quicker and sicker” as a result of the 1983 
enactment of the Medicare hospital prospective payment legislation. The percent of 
all Medicare hospital patients discharged to home health care increased to 18 per- 
cent compared to only 9 percent in 1981. 

Technological advances have also done much to make the home a safe and effec- 
tive acute care setting. These factors together with the amng of the population, the 
increased paperwork burden, and an increased public ana professionm awareness of 
home health care have all contributed to the home health benefit’s rapid increases 
over the past 26 years. 

Estimates from the Health Care Financing Administration’s (HCFA) Office of the 
Actuary indicates they believe that the benefit has matured and that expenditure 
increases will fall to 7.8 percent by 1997 (see attached chart). 

FACTORS AFFECTING RECENT GROWTH 

The home health benefit increases that have occurred in the 1989-1992 period are 
almost double the 23.5 percent averse experienced over the life of the Medicare 
program but have already begun falling to lower rates. As indicated above, NAHC 
oelieves this peaking is temporary and uiat it has been influenced by several recent 
events. 

Coverage clarification 

In the mid-1980s. Medicare adopted documentation and claims processing prac- 
tices that created general uncertainty among agencies about what services would be 
reimbursed. Tlie result was a so-called “chilling effect" in which some Medicare-cov- 
ered claims were diverted to Medicaid and regrettably some patients went without 
care. This “denial crisis” led in 1987 to a lawsuit (Duggan v. Bowen) brought by a 
coalition led by Representative Harley Staggers and Representative Claude Pepper, 
consumer groups and NAHC. 

The successful conclusion of this suit gave NAHC the opTOrtunity to participate 
in a rewrite of the Medicare home health payment policies. Just as a lack of clarity 
and arbitrariness had depressed growth rates in the preceding years, NAHC be- 
lieves the policy clarifications that resulted from the court case have allowed the 
program for the first time to provide beneficiaries the level and type of services that 
Congress intended. 

The correlation between the policy clarifications and the increase in visits is un- 
mistakable. The first upturn in visits (25 percent) came in 1989 when the clarifica- 
tions were announced; and an even larger increase took place (50 percent) in 1990, 
the first full year the new policies were in effect. However, growth in the number 
of visits is beginning to return to more modest levels. 

Personnel shortage 

Throughout much of the 1980s, the home care industiy, along with the rest of 
health care, was suffering from a personnel shortage. Although there are still acute 
shortages of certain disciplines, it would ^pear that conditions have substantially 
improved. This increase in available staff allowed the number of certified home 
health agencies to increase from 5,676 in 1989 to 8,100 in 1995. 

New legislative requirements 

In the past five years, the home health program has seen the addition of several 
costly lepslative cnanges, including the ()BHA-87 home health aide training and 
competency testing requirements and the Clinical Laboratory Improvement Amend- 
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ments of 1995. The costs associated with these changes are reflected in visit 
charges. 

Neu) administrative changes 

The 1992 OSHA mandate regarding employee protection from transmission of 
HIV and Hepatitis B, including employee vaccinations, is a cost that must he home 
by employers. 
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NAHC Data Show that Home Care 
Is Still a Good Buy 



Data collected from various sources and analyzed by NAHC show 
that from 1987 to 1993 the cost of living or consumer price index 
(CPI) increased by 27.1%, the cost of physician's services increased 
by 48.5%, and hospital costs soared by 73.4%. By contrast, home 
care costs increased by only 17% during the same period — about 
60% of the increase in the CPI, and far below the rates of increase 
for other health care providers. 
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UNDERLYING FACTORS FUELING MODEST GROWTH 

Aa mentioned above, the growth in the Medicare home health benefit is moderat- 
ing and can be expected to fall to more modest levels in the next two years (i.e., 
to 7.8 percent by 1997). Sustaining this lowered growth rate are a number of under- 
lying factors that have always influenced growth in home health utilization. Fore- 
most among these is the pursuit of cost-effective alternatives to institutional care. 

Cost-Effectiveness 

Home health has moved well beyond its traditional boundaries, making it possible 
for millions of patients to prevent, reduce or eli min ate altogether their need for 
more costly inpatient treatment. A number of studies have documented the ability 
of home care to hold down use of more costly care. For example: 

A home health agency in Michigan has developed an in-home cardiac recovery 
program that reduces tne hospital stay for patients who r^uire coronary artery 
bypass grafting (CABG) surgery w percent. The typical CABG patient re- 
quires SIX to ten days at a hospitaL But with the in-home cardiac recovery pro- 
-am, these patients can be discharged within two days of surgery. With hos- 
pital charges averaging $1,756 per day, enormous cost savings can be achieved 
through a four to six day reduction in hospital care. In addition, the study found 
that CABG patients using home care experienced superior outcomes than those 
who received longer hospital stays but no post-surgical home care. 

An in-home crisis intervention progi'am developed for psychiatric patients has 
been effective in reducing hospital admissions, length of stay and readmissions. 
A two-year analysis, involving more than 600 patients, revealed the following 
findings: 80.7 percent of patients refermd for hospital care could be treated at 
home mstead; when inpatient admissions were necessary, the average length of 
stay could be reduced from 11.97 days to 7.48 days by adding elements of the 
in-home care program: and patients who received home care services were less 
likely to be reamnitted for nospital care (11.8 percent of home care patients 
were readmitted compared to 46.9 percent of patients who did not receive home 
care services. 

A study conducted by Lewin/ICF examined differences in the cost and effec- 
tiveness of inpatient care plus home care versus a shorter inpatient stay and 
more home cate for patients hospitalized with a hip fracture, chronic obstructive 
pulmonary disease (COPD), ancf amyotrophic lateral sclerosis (ALS) with pneu- 
monia. It found that for all three diagnoses, cutting inpatient days and sub- 
stituting more home care days reduced costs W: $2,300 for hip fracture pa- 
tients, $520 for COPD patients, and $300 for ALS patients. 

An irmovative home care program for patients with chronic obstructive pul- 
monary disease (COPD) that was developed and tested in Connecticut has pro- 
duced significant cost savings. The overall goal of the program was to provide 
more comprehensive home care services to COPD ratients who previously re- 
quired frequent hospitalizations. The results found that the per-month costs for 
hospitalizations, emergency room visits, and home care fell from $9,836 per pa- 
tient to $2,608 per patient, a savings of $328 per patient per month. 

The American Diabetes Association has conducted research wMch shows that 
the total economic cost of diabetes is over $91 billion a year in the U.S. The 
home care component of ^ese costs is only ^7 mil lion or just .04% of the total 
costs. Yet, stumes have proven that agnessive long-term treatment of cUabetes 
conducted in the home si^licantly reduces the nsk of diabetic complications 
including blindness and kimey failure. 

These stumes highlight one of Gie primary reasons that home care will continue 
to be utilized in the future — it is a cost-effective benefit that works for millions of 
Americans. 

Art Aging Population 

The fact that the U.S. population is growing older is a significant trend that has 
and will continue to influence future need for home health services. Older individ- 
uals are more likely to need home car% and they are likely to use more home care 
services than younger individuals. For example, the National Medical Expenditures 
Survey found thatmdividuals over age 86 were three times more likely to use horne 
care as the general elderly population, and their resource consumption was also sig- 
nificantly higher. Individuals over age 66 used an average of 63 visits whereas inm- 
viduals over age 86 used an average of 71 visits. 

Improved Access 

Access to in-home services has also improved over the years, as more home health 
agencies choose to participate in the Medicare program. In 1967, there were 1,763 
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agencies certified for Medicare purraaea. By 1980, that number had nearly doubled 
to 2,924. As of January 1996, a total of 8,100 agencies were providing services under 
the program. This represents a marked improvement for enrollees’ access to home- 
based services. Currently, there is one agency for every 4,893 Medicare enrollees, 
compared to one for every 11,136 emollees in 1967. Although access varies some- 
what from state to state, for the moat part enrollees who need home health care 
now have access to it. 

Public Awareness and Preference 

The past decade has seen dramatic increases in awareness among physicians and 
patients about the home as an appropriate, safe and often cost-effective setting for 
the delivery for health care services. For example, a 1986 survey found that only 
38 percent of Americans knew about home care; oy 1988, over 90 percent of the pub- 
lic not only understood home care to be an appropriate method of delivering health 
care, but also supported its expansion to cover long-term care services as well. A 
new poll conductea in 1992 by Lou Harris and Associates, found that the American 
public supports home care by a margin of 9 to 1 over institutional care. Nearly 89 
percent of all accredited medical schools now offer home health care in their curric- 
ula. 

Technological Advances 

Over the years, sophisticated technological advances have made possible a level 
of care in the home that previously was only available in hospitals and other institu- 
tions. The most significant of these advances have been the introduction of home 
infusion therapy and radical improvements in ventilator equipment. 

Additional Factors 

Litigation and workers’ compensation claims are two additional factors that affect 
the cost of delivering home hemth services. 

The Medicare home health program will serve an estimated 3.6 million bene- 
ficiaries this year, and expenditures are expected to reach $16 billion. That rep- 
resents an average increase of nearly 23.6 percent a year in the past 28 years. Mu^ 
of the increase can be attributed to one-time expansions or clanfications that were 
specifically designed to allow more individuals access to additional in-home services. 
Home health ^wth is beginning to moderate, and it can be expected to fall to more 
modest levels in the next two years (i.e., to 7.8 percent by 1997). 

Sustaining this lowered ^wth rate are a number of underlying factors that have 
always influenced growth m home health utilization. These include increased pres- 
sure to find cost-effective alternatives to institutional care, a dramatic shift in the 
age distribution of the US population, improved access to home-based services, and 
the transfer of hospital technology to the home. These factors in combination with 
strong public preference for in-home care indicate a future of additional need for 
and use of home health care. 


FRAUD AND ABUSE 

As in any area, growth brings with it the potential for unethical or illegal behav- 
ior. NAHC strongly believes it is the responsibility of all parties involved — patients, 
payors, and providers — to act a^mssiveiy to uncover, report, and act against fraud- 
ulent or abusive home care providers. 

The National Association for Home Care (NAHC) has taken a leadership role in 
combatting fraud and abuse. It has been engaged in a longstanding effort to main- 
tain the hipest degree of ethics and values in the health care inmistry through a 
combination of member education, cooperation with and assistance to enforcement 
agencies, and consistent support of federal legislative proposals designed to combat 
abuses in health care pro-ams. 

In January 1994, NAHC implemented a broad new polity governing member con- 
duct. While America has enhanced home care as the site of choice tor meeting its 
health care needs, the growth of the industry has unfortunately been accompanied 
by a few unscrupulous providers of care who seek only to profit illegally at public 
expense. The incidence of established fraud in home care services is low. However, 
even a single occurrence of fraud or abuse is not acceptable and it must be elimi- 
nated. 

The principles of NAHC’s policy are as follows: 

/. POLICY ON MEMBER SELF-REGULATION 

Where a NAHC member, agency, individual member, or an applicant for member- 
ship has been determined or is controlled by an individual who has been determined 
to nave violated a criminal or civil law in either Federal or State Court on issues 
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related to fraud and abuse, the NAHC Board of Directors may consider the imposi- 
tion of sanctions, including the termination or rejection of NAHC memtership. 

II. POUCY ON PUBLIC RELATIONS 

NAHC shall respond proactively and reactively to any public relations crisis con- 
cerning fraud and abuse activity in home care and hospice. 

III. POUCY ON EDUCATION OF MEMBERS 

Consistent with its mission and commitment to provide educational oprartunities 
for members, and for the purposes of promoting standards of ^ality and ethics in 
Die deliveiy of home care and hospice services, NAHC will provide emcation regard- 
ing issues of fraud and abuse in home care and hospice. 

TV. POUCY ON ENFORCEMENT 

It is the responsibUitv of any NAHC staff person or any NAHC member to report 
to the appropriate legal authority any violation of fraud and abuse laws. No report 
shall be made by NAHC stalT except where sufficient information has been obtamed 
which demonstrates that there is a substantial likelihood that the law has been vio- 
lated. Witnessing or having knowledge of a crime and not reporting it would con- 
stitute unethical nehavior. 

Generally, NAHC will not investigate suspected acts of fraud and abuse. However, 
when government enforcement ofllaals fail to act to address flagrant violation of the 
fraud and abuse law. NAHC maw act in civil enforcement action where authorized 
by a super majority of the Board of Directors. 

V. POLICY ON SUPPORTING FRAUD AND ABUSE LEGISLATION 

NAHC shall actively support and/or initiate legislative and regulatory measures 
appropriate to prevent or comhat fraud and abuse in the home care and hospice in- 
dustries. 

VI. POUCY ON REQUEST FOR ASSISTANCE 

NAHC’s assistance to member agencies under investigation for health care fraud 
and abuse shall be available where it is determined that it is in the best interests 
of the home care and hospice industry at large. 

This policy is the embodiment of the effo^ of NAHC since its inception in 1983. 
Its enactment in 1994 was an afflrmation of NAHC’s commitment to maintain a 
leadership role in this troubling area. Evidence of NAHC’s commitment is most evi- 
dent in support of legislative elTorts to control fraud. In 1993 and 1994, and continu- 
ing today, NAHC has publicly supported and worked to advance legislation which 
would expand existing health care fraud laws under Medicare and Medicaid to all 
payors in health care. This expansion would work to eliminate activities whidi es- 
cape scrutiny because of the lack of controls in certain states which allow for con- 
duct with private health insurance payments that would be illegal if federal pay- 
ments were involved. NAHC has also aggressively supported the creation of a pri- 
vate right of action under federal anti-kickback laws to supplement the limited re- 
sources of government enforcement agencies. In this same respect, NAHC has re- 
peatedly supported increased funding for the Ofllce of Inspector General at HEK. 

Legislation is also needed to control the ouahty and delivery of home infusion 
therajw services. This $3 billion segment of the home care indust^ operates under 
virtually no regulatory controls and presents an environment for improper, but not 
necessarily illegal, conduct to occur. In 1994, NAHC highlighted the need for con- 
trolling legislation such as that offered by Congressman Sherrod Brown in the so- 
called ‘Sarah Weber” bill. 

Fraud has also existed within the Medicaid programs. The states’ Medicaid anti- 
fraud units have proven success in attacking this area. NAHC has and continues 
to support the continuation of these programs. 

Leg»lation alone cannot control fraud and abuse. Health care providers must 
have a comprehensive understanding of the standards of conduct that are allowable. 
Internal self-audit and self-enforcement must be done to minimize the risk of illegal 
activities. Over the past several years NAHC has provided extensive education on 
the issues involved in health care fraud. National woikshops have been held at our 
regional conferences, annual meetings, and annual law symposiums. State home 
care associations have joined in this effort to extend this education to the greatest 
demee possible. 

The public must also be fully involved in the process of fighting fraud. It is the 
health care consumer and the taxpayer who are ultimately the injured parties. 
While the government should increase the information it provides to the public 
about known schemes and scams, the health care industry must also do its part. 
In accordance with the NAHC fraud and abuse policy, the home care industry has 
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not only cooperated with media investigations but has worked to engage the atten- 
tion of the media to focus on important areas of concerns. For example, NAHC 
played a crucial role in exposing issues of home care fraud to the public in a Busi- 
ness Week article in March 1994. (attached) Currently, NAHC is workiiw with ABC 
News on a developing segment regarding home infusion therapy. NAHC believes 
that increased public awareness is a valu^le means of oversight. 

One of the most important roles that the home care industry plays in this area 
is actively integrating its knowledge and expertise with the enforcement authorities. 
Over the years, NAHC has acted as an extension of the investigatoiy arm of federal 
and state enforcement authorities. On the simplest of levels NAHC has connected 
individuals and providers of services who have evidence of fraudulent conduct with 
the HHS Office of Inspector General. At more involved levels, NAHC has presented 
a focus for enforcement authorities on where to commit resources in their home care 
efforts. For example, NAHC met with Inspector General June Gibbs Brown in April 
1994 to outline several areas of concern. Sj^ifically, NAHC suggested a sweeping 
effort to eliminate the abuses existing in the case of subcontracted care by home 
health agencies, particularlv in South Florida. Growing evidence demonstrated the 
eustence of illegal referral Kickback’s between Medicare-certified home health agen- 
cies and subcontractors, as well as, inadeimate safeguards to ensure that billed care 
was delivered care. Further. NAHC described arrangements that had developed be- 
tween hospitals and home health agencies where free discharge planning services 
were provided to hospitals in exchange for patient referrals. This is only one exam- 
ple of how NAHC has actively worked with enforcement authorities including the 
OIG, FBI, and the GAO. As a final note, NAHC has authorized staff to engage in 
self-enforcement activities under the False Claims Act to initiate litigation against 
health care providers where enforcement authorities have not acted to stop ulegal 
activity. 

Historically, fraud and abuse in health care has taken the form of false claims 
in Medicare cost reports, billings for services never rendered, and kickbacks for re- 
ferrals. These t^^s of fraud are now being replaced with an entirely different form 
of abuse found in managed care. While in the traditional fee-for-service system in- 
centives exist for overutuization and overcharging. But managed care may create fi- 
nancial incentives to improperly underutilize care. The health care consumer is 
harmed doubly in these circumstanoes: financially, care is prepurchased but not de- 
livered; and healthwise, necessary care is lost. NAHC strongly recommends that 
Congress and the enforcement authorities take a long hard look into the abuses in 
managed care. New strategies must be developed to address this new tjpe of fraud. 
Clinicians, rather than accountants, will need to operate at the heart or this effort. 
Good managed care can help bring about economy and efficiency in health care. Bad 
managed care, controUed by financial greed, can mean the death of the patient. 

RECOMMENDATIONS TO COMBAT FRAUD AND ABUSE 

1. Enact all-payor anti-fraud legislation. 

2. Provide a private right of action under anti-kickback provisions. 

3. Offer “whistleblowe?’ protection for good faith activities of information. 

4. Institute an anti-fraud review system at OIG and DOJ where planned activities 
can be subject to analysis prior to implementation. 

6. Commit adeipiate resources to develop expertise and strategic plans to combat 
improper underutilization within managed care. 

6. Enact provisions to regulate home infusion therapy services. 

PROSPECTIVE PAYMENT 

Finally, I would like to make a few comments about a prospective payment sys- 
tem (ITS) for home health care. IT’S would be one way to create incentives for cost- 
effective utilization management. For example, in a per-episode PI^ model, provid- 
ers would receive a single payment when a patient is admitted that would cover the 
entire episode of care rather than paying for individual visits when they occur. La 
this system, providers would have an incentive to manage utilization in the most 
cost-effective manner. 

NAHC has long supported a fair and equitable PPS for home health, as long as 
it has been tested and proven to be an improvement over the current cost-based re- 
imbursement system. 'To this end, we have been strong supporters of the HCFA 
demonstrations that would test PPS and the mechanisms within PPS to adjust pay- 
ments for case-mix variation. 

Now, however, we have some concerns about these demonstrations, for one, the 
demonstration as it is currently constructed, will not resolve the case-mix problems 
that have stymied the development of an acceptable Pre model. NAHC believes that 
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the demonstration should be reoriented to deal with these case-mix problems now 
rather than set aside and left for some later time. 

NAHC has made a number of recommendations along these lines to HCPA, and 
we would appreciate any assistance that your committee could provide in urging 
HCPA to act on these recommendations (see attached letter to HCPA Administrator 
Bruce Vladeck). 

Once again, thank you for the opportunity to testily on these important issues, 
and I welcome any questions you may have. 


National Association for Home Care, 

Washington, DC. 

September 23, 1994 

Bruce C. Vladeck, Administrator, 

Health Care Financing Administration, 

Department of Health and Human Services 

Attention: BDP-779-NC 

P.O. Box 7517 

Baltimore, MD 21207-0517 

Dear Mr. Vladeck: I am writiw to request a meeting with you to discuss plans 
for phase II of the home health PPS demonstration. 

Our concern is that the demonstration will not resolve the case-mix problems that 
have stymied the development of an acceptable PPS model. Under the demonstra- 
tion, Pre rates wiU be based on each agency’s own costs during its base year. This 
is acceptable for a 3-year demonstration but not for an ongoing program. Although 
a year-end case-mix adjustment will be tested to take account of changes that may 
have occurred since an agency’s base year, that adjustor has practically no pre- 
dictive value. Its R-^uared value is only 9.79 percent. This jMor performance could 
be improved by the inclusion of additional variables. A model consisting of 40 some 
data dements has been developed that has been given high marks for its predictive 
power. 

Indicative of the weakness of the system is the fact that the demonstration de- 
alers have found it necessary to protect participants against 99%, 98% and 97% 
ofany losses in demonstration years one, two and three respectively. 

It seems to us that the demonstration neither satislies the mandate in OBRA- 
90, which calls for the development of a new payment system, nor the widespread 
desire to And a cost-effective cdtemative to cost reimbursement. NAHC believes that 
the case-mix problems should be dealt with now rather than set aside and left for 
some late time — presumably 6 years or so from now when the current study is com- 
pleted. 

While we made our concerns known when we first learned of the design of the 
demonstration last month at an industry briefing and have subsequently offered to 
discuss the matter further, we have now reached a point where we are concerned 
that we may be running out of time. Home health agencies will be recruited to par- 
ticipate in the demonstration in the near future. 

If you would like to have a^ additional information, please call me or Bob Hoyer, 
our Vice-President for l^blic Policy and Research. 

Sincerely, 

Val J. Halamandaris, 

President. 


Social Issues— Inveotigations 
is fraud poisoning home health care? 

CRITICS SAY LAX REGULATIONS ALLOW OVERCHARGING AND ABUSE 

Tom Henry had a good thing going. By padding bills for services provided through 
six home health-care agencies he ownecf in Lebanon, Tenn., he easuy collected more 
than $4.4 mOlion from Medicare and Medicaid over four years. Heny sMnt much 
of the money on a new home, cars, and lavish toys, including furs for his wife, a 
jaunt with friends to Cancun, and a trip to Hollywood to appear on Vf heel of Fortune 
(he lost). Henry was finally caught and convicted of fraud m 1992, after his schemes 
became too blatant to escape the notice of insurance investigators, who alerted fed- 
eral authorities. 

’The case of Tom Henry is only one of countless instances of fraud and abuse 
plaguing the rapidly expanding $31 billion home health <are industry. Most are 
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purely flnancial rip-ofls, sudi as one involving a Florida man gent to prison on Feb. 
14 for, among other thinra, billing Medicaid for home care rendered to three people 
who turned out to be de«m. But other crimes involve willful actions of neglec^ abuse, 
and incompetence that jeopardize the lives of the aged and ill people receiving care 
at home. 

Among the myriad scams already uncovered: 

• Kell^ Kare, a home-care company in New York, sent “Sintrained, unqualified, 
and unlicensed workers” to care for sick and elderly patients. Their competence was 
so lacking that one client, Ronald Callahan, had to have his sister teach his alleged 
nurse how to catheterize him. By the time Kellv Kare’s owner was convicted, she 
had billed New York Medicaid more than $1.1 million for fraudulent services. 

• In Miami, a netwoik of eight companies is charged with offering milk supde- 
ments and nutritional tiierapies free to Health consumers who didn’t need them. Ihe 
companies then allegedly billed Medicare $14 million, claiming that the products 
were medically essential. This case, pending in federal court, sparked 14 probes na- 
tionwide into similar scams. 

• Robert Desrochers, the owner of two home health-care agencies in Alhambra, 
Calif., paid the salaries of discharge planners at 10 hospitals as part of his service 
as long as they sent patients to his agencies. He then shifted that cost, among oth- 
ers, to Medicare. He was convicted of fraud last year. Prosecutors say his smeme 
is not unusual. 

Problems in the industry are not limited to newly formed companies or fly-by- 
night operators. Some of the largest companies in the industry, such as Caremark 
International Inc. and T2 Medical Inc., are under federal investigation for alleged 
kickback schemes. Hospital Stafling Services Inc., based in Fort ^uderdale, Fla., 
is being probed for its Medicare billing practices. All three companies deny wrotrg- 
doing. 

“Nrat Frontier.” Ihedicting how much fraud and abuse costs consumers is tricky. 
One congressional estimate puts it at 10% of total expenditures, or $3.1 billion. If 
the current level of malfeasance continues, experts say, it could wipe out some of 
the anticipated savings from caring for patients outside ho^itals. Tlome health 
care is the next major frontier for fraud and abuse,” says Fdward J. Kurianriky, 
New York Deputy Attorney General and special prosecutor for Medicaid fraud. 
“We’ve just scratched the surface.” 

Of course, instances of criminal conduct occur in other segments of the health-care 
industry. But the nature of home care makes it uniquely susceptible. In hospitals, 
doctors, nurses, and administrators all monitor the quality and cost-effectiveness of 
care patients receive. But home care is laigely unsupervised. With ill-defined or 
nonexistent pricing guidelines, poorly conceived federal regulations, and a patch- 
work of uneven state and local laws, the home-care industry is primarily account- 
able to itself. 


Though the industry has tightened its standards, the guidelines have little or no 
effect on the thousands of home-care companies that don’t belong to the trade 
puups. And federal investigators are far too understaffed to meet the growing case- 
load. “We’ve only been dealing with the most blatant cases because of the lack of 
manpower,” says Jeanne K. Damirgian, an assistant U.S. attorney in Miami. “Only 
now are we moving into more sophisticated schemes.” 

The fraud epidemic comes at a time when the industry is experiencing expo- 
nential growth. More than 7.1 million people are expected to receive some care in 
their homes in 1994. That’s up from 6.9 million in 1987, the industry’s trade group 
says. Home care, which provides the services of nurses and aides, and home inmsion 
^erapies, which include delivery of drugs intravenously, are expected to grow 35% 
in 1994, according to the Commerce Dept. — three times faster than the rest of the 
healthcare industry. The other industry segment, durable medical equipment, such 
as oxygen tanks and wheelchairs, is also growing fast. 

'The federal government is picking up a sizable percentage of the tab. Medicare 
and Medicmd expenditures for home care ballooned to $18 billion last year, from 
just $8 billion in 1990, according to Home Health Line, an industry newsletter. The 
Health Care Financing Administration, which manages Medicare expenses, predicts 
a 166% increase in its nome-care spending by 1996. 

'The boom is ^ing fueled larwly Iw the perception that home care is less costly 
than more traditional venues. A 1991 industry study compared the average cost of 
treatment in hospitals with treatment in the home for patients with hip fractures, 
a cominon ailment treated through home care. It found that by sending patients 
home six days earlier than normal, $2,300 was saved. That translates into an an- 
nual savings of $575 million to Medicare, the study showed. 

Such savings, coupled with pressure from insurers to cut costs, is compelling hos- 
pitals to release patients sooner. And advances in treatments and techncuogies have 
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made it poaaible to provide sophisticated care, such as chemotherapy and rea- 
piratoiy therm^almost as easily in living rooms as hospitals. 

MAhry UMH^. Peihaps nothing has done more for the industiys bullishness of 
late than the Clinton Administration’s plan for health-care reform. Clinton’s pro- 
posed package spedflcally calls for universal coverage of short- and long-term home 
care. Many insurance companies now offer only limited home-care coverage — or 
none. 

Since Clinton’s election, Health Force, an owner and franchiser of nursing and 
home-aide agencies based in Woodbuty, N.Y., says that responses to its newspaper 
ads seeking franchisees have more than doubled to as many as 125 per week. In 
Louisiana, the number of Medicare-certified homehealth agencies jumped fium 270 
to 442 in 1992. Growth has been so rapid that Louisiana, along with other states, 
has placed a moratorium on the opening of new agencies. 

A^d the home-care industry’s explosive growth, critics are calling for stepped-up 
enforcement and better guidelines to regulate providers. Althou^ Congress at- 
tempted to make some fixes in 1987 by establishing training standards for home 
health aides and a national hot line tor consumer complaints, abuses have pro- 
liferated. There are so many pieces of home care,” says Charles P. Sabatino, assist- 
ant director of the American Bar Assn.’s Committee on Legal Problems of the Elder- 
ly. ’’Some are state programs. Some are Medicare. There is licensed, unlicensed, and 
hightech home care. And there is no comprehensive approach to accountability." 

A look at the regulatory landscape makes that all too clear 

• Only seven states regulate home infusion as a distinct industry, leaving this seg- 
ment most open to rampant wrongdoing, experts say. The regulatory environment 
for these services is a little bit like Dodge City before the marshals showed up,” said 
Representative Ron Wyden (D-Ore.) at a hearing last May. 

• Virtually no state or federal licensing requirements exist for the 10,000 compa- 
nies providing durable medical equipment. Although the industry’s trade group, the 
National Assi^ation of Medical Equipment Suppliers, imposes standards on its 
members, only 20% of the businesses belong to the group. 

• For the nursing and home-aide agencies, 10 states and the District of Columbia 
lack special licensing requirements, though certification through a series of inspec- 
tions is needed to participate in Medicare and Medicaid. Laws that are in place lack 
consistency in standards, training, or licensing. Independent providers, which make 
up $3.6 billion, or 17%, of the home nursing business, operate largely outside any 
regulatory framework. And no federal law requires these agencies to check whether 
job applicants have criminal records. 

Certainly, the concept of home health care is sound and, when implemented cor- 
rectly, comparatively economical. And the majority of home-care providers do deliver 
exemplary services. Industry leaders and trade groups have t^en it upon them- 
selves to devise rules aimed at ensuring high-cpiality service. Olsten Corp., based 
in Westbury, N.Y., the largest provider of nurses and aides for the home, spends 
close to $2 million aimually on compliance programs, which include a criminal back- 
ground check on job applicants. 

But Olsten and some other companies stop short of suggesting that their self-po- 
licing mechanisms be applied to the industry at large. Instead, they prefer to rely 
on a competitive marketplace to wipe out malfeasance. 

ETHICS CODE. Trade groups, including the National Association for Home Care, 
stinctly scrutinize their members and have been pushing to expand government 
oversij^t. In addition to abiding by Medicare regulations and state laws, members 
must get the blessing of the Joint Commission on Accreditation of Healthcare Or^- 
nizations or a similar accrediting body. For accreditation, members must meet strin- 
gent standards, including a requirement of 75 hours of training for home-care aides, 
continuing education for nurses, and agreeing to abide by an ethics code. But these 
moves only go so far. The standards affect only association members — allowing inde- 
pendent operators to play by their own rules. 

So, legislators are readying another try. One bill, scheduled to be introduced in 
March by Representative Sherrod Brown (D-Ohio) and Senator Howard M. Metzen- 
baum (D-Ohio), would set limits on prices home infusion firms can chai^ for their 
produces, establish quality standards for the industry, and retire federal licensing, 
^e measure in part responds to protests about extreme disparities in prices for 
drug therapies offered by home infusion companies. For example, 600 mg of 
Neupogen, an anti-infection drug, can cost from $266 to $1,128, according to ndn- 
cipaf Mutual Life Insurance Co. 
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The Price IsnY Right 

RANGE OF COSTS FOR DRUGS CHARGED BY HOME-INFUSION COMPANIES* 

* Charges include certain overhead costs such as delivery and mixing of drug com- 
pounds 

■ Ganciclovir (480 Milligrams) Used as antiviral treatment for AIDS $160 to 

$800 

• Neupogen (600 Millimms) Anti-infection drug $266 to $1,128 

• Pentamidine (300 Millmams in syringe) Antipneumonia drug $180 to $460 

• Gammagard (23 Grams) AIDS treatment to brost immune system $1,100 to 

$3,300 

• Rocephin (2 Grams) Treatment for Lyme disease $147 to $384 

• Zinacef (1.6 Grams) Treatment for various infections $136 to $338 

CA. Piccolo, CEO of (laremark, the largest provider of home infusion therapies, 
concedes that legislation needs to address 'escalating costs." But he adds that prices 
for home-infiision drugs appear high because they reflect numerous oveihead costs 
that must be included in oing charges to get reimbursement from insurance compa- 
nies. "Insurers won’t reimburse us as a line item for services," he says. ‘"They insist 
that we factor it into the coat of die product." 

Another bill, sponsored by Representative Charles E. Schumer (D-N.Y.) would in- 
crease funding for health-care fraud investigators as well as provide stifler penalties 
for offenders — especially in cases resulting in injury or death to patients. Resources 
available for uncovering health-care fraud are woefullv inadecniate. The number of 
inspectors with the Ofl^ of the Inspector General of tne Health & Human Services 
Dept, has been cut to 249 from 298 since 1989, while workloads have multiplied. 

On the local level. New York’s Erie County set up an employment re^try this 
war to track home-care workers who have criminal records or other troubling pasts. 
The law was adopted after local police reported a spike in complaints of abuse 
against senior citizens by home-care workers, including one of an 82-year-old blind 
woman with Alzheimer’s disease who was so badly beaten that her ribs were bro- 
ken. Other patients were persuaded to transfer bank funds to their caretakers or 
open credit-card accounts for them. 

In the private sector, insurance companies have launched their own crackdown. 
They more frequently decline to pay bills as submitted, citing unsubstantiated or 
inflated claims. Principal Mutual is demanding more proof that services billed for 
were actually delivered and necessary. At Northwestern National Life Insurance 
Co., a full-time investigator has been assigned solely to reviewing bills submitted 
for home nursing services. 

HUGE BILLS. Perhaps nothing illustrates the potential perils of home care better 
than the story of Sarah Weber, a little girl in Cleveland Heights, Ohio, who suffered 
from cerebral palsy. Prom the age of 6 until her death last July at age 10, Sarah 
was able to live at home with the help of intravenous drugs and nutritional ther^y. 

In congressional hearings last May, Sarah’s mother, Marie Kostos-Weber, testified 
that Sarah’s bills for her extensive treatments ranged from $95,(X)0 to $i20,(X)0 a 
month — an amount that ate up the family's $1 million private insurance policy limit 
in less than a year. She stated that after chedcing with a health-care consultant, 
she estimated it cost close to $1,000 a day more to treat Sarah at home than in 
the hospital. When her insurance lapsed, it took a court order to prevent Critical 
Care America Inc., Sarah’s home-infusion provider, based in Westborough, Mass., 
from cutting off Sarah’s supply of medicine, according to congressional records. 

But Sarah had other problems. According to a lawsuit Kostos-Weber filed last 
September against Critical Care, which alleges overcharging and poor quality of 
care, she contends that the company mistakenly delivered a lethal dose of me wrong 
drug for Sarah’s intravenous therapy. Fortunately, Kostos-Weber caught the mis- 
take, she says. But when she tried to complain to the state health department, she 
was referred to the Attorney General’s oflice, which in turn referred her to the Na- 
tional Alliance for Infusion Therapy, an industry lobbying group based in Washing- 
ton. ’TTiere was no one to turn to,” says Kostos-Weber. “This is a totally unregulated 
industry. The health department didn’t even know what infusion therapy is.” Criti- 
cal Care, which was recently acquired by Caremark for $175 million, declined to 
comment on the pending litigation except to say that it "will vigorously defend it- 
self.” 

It’s clear that as health care moves further into the home, it is bringing a whole 
new set of problems for providers, insurers, regulators, and consumers. Although 
greater regulation is essential, lawmakers must be careful not to overregulate. Ac- 
cordingto a yet-to-be-released study by the George Washington University Health 
Policy Project, North Carolina, Virginia, and Minnesota have come up with the best 
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regulatory mix. Their laws deiining home-health agencies are flexible enou^ to 
make most services fall under some regulation. The marketplace, too, wUl impose 
more scrutiny and reform, and industry trade groups are trying to improve quality. 

CASE MANAGERS. Experts say one of the most effective ways to curtail abuses 
is to increase the role of doctors. “If there is a power broker in home health-care 
services, it’s the doctor,” s^s William Dombi, director of the Center for Health Care 
Law in Washington, D.C. The American Meoical Assn, has advocated using doctors 
as case managers for home health-care services. That position is badced by an inde- 
pendent study Aetna Life Insurance Co. concluded in 1993. It found that more phy- 
sician involvement would curb abusive practices. It noted that in many cases it re- 
viewed, doctors had not even seen the patients for whom they were prescribing 
treatment. 

As the law stands now, doctors have little incentive to take a hands-on approach 
to home health care. They are not paid by insurers for work relating to home 
health-care planning. 

The eventual shape of health-care reform will likely have the greatest impact on 
the indust^. The Clinton plan does include new criminal penalties for bribes and 
kickbacks in the home healthcare industry as well as tougher civil penalties for fal- 
sified billing claims. But these provisions — ^though they go a long way toward sepa- 
rating the good from the bad players — are only a starting point. The architects of 
health-care reform must address all the present-day abuses and problems before 
they inadvertently create a whole host of new ones for the future. 

Who’s Big in Home Care 

1993 TOTAL REVENUES 

Home Nursing and Aids — $21 billion 
Olsten, Westbury, N.Y. 

Interim Healthcare, Fort Lauderdale, Fla. 

Visting Nurse Services of New York, New Yoik City 

Durable Medical Eouipment — $6 billion 
Homedco Group, Fountain Valley, Calif. 

Abbey Healthcare Group, Costa Mesa, Calif. 

Uncare, Clearwater, Fla. 

Home Infusion Therapy — $4 billion 
Caremark International, Northbrook, 111. 

T2 Medical, Alpharetta, Ga. 

Medical Care America, Dallas 

Most Common Frauds in Home Care 

Phantom Sei^ces — Charges assessed for services never rendered or visits never 
ma^ by nurses or aides. 

Padding Bills — Home health-care providers include improper overhead expenses 
in their charges for nursing or drug-therapy treatments. Also, home aides are billed 
out at rates lor rostered nurses. 

Telemarketing/Door-to-Door Schemes — ^Home nursing and durable medical equip- 
ment agencies offer “free” services or equipment to consumers in order to get their 
Medicare billii^ numl^rs, which are then used for fraudulent billings. 

Kickbacks— Doctors, social workers, and hospital discharge plaimers refer pa- 
tients to agencies in exchange for payments. 

[Due to the high cost of printing, the attached material has been 
retained in the subcommittee’s files.] 

Mr. Shays. Thank you. Dr. Wilensky. 

Dr. Wilensky. Thank you, Mr. Chairman, and members of your 
subcommittee, for inviting me to appear before you. My name is 
Gail Wilensky, and I am currently a senior fellow at Project HOPE, 
which is an international health education foundation. I was for- 
merly an administrator at a health care financing administration 
during the Bush administration. I am here today, however, rep- 
resenting only my own views. 

I know that the focus of today’s hearing is on the potential for 
administrative savings for Medicare, HCFA and HHS in general. I 
would like, in part, however, to focus on some of the broader issues 
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of how Medicare can be changed so as to resolve some of the finan- 
cial problems facing Medicare, and do so in ways that support and 
augment those occurring in the private sector. But I will have a 
few comments to make, and will be glad to respond to questions 
about other administrative savings from HCFA or HHS. 

Medicare has some major wetnesses and is in serious need of 
reform. I say that not as a HCFA basher — I’m very proud of having 
been the administrator — but in recognition of where we are today. 
The most significant problems concern the financing of Medicare, 
and they are both short-term and long-term problems. In the short 
term, the increased spending on Part B, which is funded by the 
general fund, represents a major drain in the budget and therefore, 
increases the deficit. 

And in the long term, the trust fund is going bankrupt — 2001 is 
the current forecast. And therefore, there are serious questions 
about the financial liability of Medicare in desiring a program 
that will be sustainable in the 21st century. At a time when spend- 
ing in the private sector appears to have slowed dramatically, 
spending for Medicare continues in double digits, low double digits, 
but double digits, nonetheless. Between 1983 and 1991, Medicare 
had a better rate in cost control than did the private sector. 

Mr. Shays. I’m sorry. 

Dr. WiLENSKY. Than did the private sector. 

Mr. Shays. It had a better rate. 

Dr. WiLENSKY. It had a better rate of cost containment. It grew 
slower in Medicare than in the private sector. But that changed in 
1991. From 1991 to 1993, Medicare spending per capita, in real 
terms, grew 6.5 percent versus 4.7 percent growth in the private 
sector — about a 50 percent increase in the rate of spending in real 
terms per person covered in Medicare, relative to the private sec- 
tor. And in the year since those figures, 1993 to 1994, Medicare 
CTew at least twice as fast as health care spending per capita in 
the private sector. 

Medicare continues to be a fee-for-service program, despite the 
fact that there are enormous changes going on in how health care 
is organized and delivered in the private sector. And it has rep- 
resented both the limited availability of, and participation in other 
organizational structures involved in health care. There are about 
now 2.5 million beneficiaries in HMOs, representing a little more 
than 6.5 percent of the population. 

And while the growth has been quick in the last year or two, it 
still represents a very small part or the Medicare population. Now, 
there are several reasons why vou see this very small population 
in managed care. In the first place, Medicare subsidizes the meiin 
coinpetitors to HMO, which is fee-for-service medicine. And it does 
so implicitly because most of the increase used in the health care 
services that comes from eliminating Medicare’s cost sharing is 
paid for by Medicare. 

That is. Medicare pays dollar for dollar in Part A, and 80 cents 
on the dollar in Part B for increased use. In addition, there have 
been some questions about whether Medicare pays the right 
amounts for HMOs. There appear to be some inadequate adjust- 
ments for risk selection, which has produced overpayments in some 
cases and underpayments in other cases. 
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There also appears to be a lot of variation in terms of payments 
between counties and in pa^pients over time. But the biggest deter- 
rent has been in the very limited number and types of HMOs and 
other managed care options that are available to the elderly. Medi- 
care Select, a PPO offering, was only available in 15 States, and 
only for 3 years. Point of service plans, which are very popular be- 
cause they’re a network that people can opt out of when they want 
to see a physician that’s not part of the network or go to a mcilily, 
are not allowed in Medicare. 

Risk-based carve-outs, that is negotiated prices to take care of 
high-cost or high-volume procedures like heart bypass procedures, 
are not allowed, except on a demonstration basis in Medicare. 
HMO group-only contracts, which would allow employers to con- 
tinue in covering their employees when they become 65, in a man- 
aged care, are not allowed under Medicare rules. 

If Medicare is to significantly increase its managed care enroll- 
ment, it has to make available more varied and flexible options. 
But it also has to do more than just make them available. You 
have to change the incentives as well. It seems to me that we have 
a number of goals that we ought to keep in mind when we go about 
making changes: increasing consumer choice for the elderly; provid- 
ing incentives for accessible, high-quality, patient-oriented care; en- 
couraging cost-conscious behavior by the elderly, as well as the peo- 
ple they see; and incorporating some of the innovative, cost-reduc- 
ing dehveiy system reforms that have been occurring in the private 
sector; and last but not least, lajdng the groundwork for a fiscally 
solvent Medicare program for the future. 

In order to do that, we’ll have to change the basic incentive 
structure, open up the options available, provide the elderly with 
the information needed to make sure that they make appropriate 
decisions for themselves. There is little incentive right now for an 
elderly person to seek out cost-effective physicians or hospitals, or 
to use lower-cost durable medical equipment, laboratories, home 
care, or out-patient hospitals. 

And there’s very little reasons for hospitals or physicians to pro- 
vide the most cost-effective health care they can. They do not get 
rewarded if they do so. We need, ultimately, to reward the elderly 
for choosing more cost-effective plans, to provide incentives for phy- 
sicians and hospitals to order and prescribe cost-effective health 
care, and be willing to share the savings which an aggressive reor- 
ganization of health care can produce. 

I think the way to start is to use the payment mechanism that 
is now used for HMOs, which is called an AAPCC, or an average 
adjusted per capita cost. That could become the basis of some sort 
of a certificate, or what we in the 1980’s sometimes call vouchers, 
to encourage cost-effective choices. We need to redesign this 
AAPCC, m^e it more stable, do a better job of accounting for 
risks, and open up the choices to which the payment can be made. 

Ultimately, it may be appropriate or desirable to vary the pay- 
ment with income or wealth, but you don’t have to make that deci- 
sion now. That’s something that a future Congress can think about. 
There are some very specific changes to the Medicare program, I 
think, that this Congress has to think about — making sure that 
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PPOs, our so-called Medicare Select program, is available to people 
in all States. It’s a very timid change, but the least to start with. 

Allow point of service plans to be offered to the elderly if they 
want to choose them. Allow for these partial capitation plans, or 
these carve-outs, they’re sometimes called, for oncology or for dia- 
betes care or for other types of care. Refine and revise the capita- 
tion rate. Don’t have it linked to fee-for-service spending in Medi- 
care; that makes no sense. Experiment with setting the level by a 
competitively bid level or some other way from the one that is now 
used. 

'Try to use other calculations of the capitation payment for areas 
that can’t have competitive bids because they’re too small. Use an 
annual enrollment period for all people on Medicare. The 30-day 
enrollment/disenrollment period that now exists encourages churn- 
ing. It encourages bad behavior on the part of the plans and on the 
part of the elderly. Get rid of the 50-50 rule that was put in place 
to protect the elderly, by saying there could be no more than 50 
percent Medicare beneficiaries, and go to more direct measure of 
consumer satisfaction and outcomes. 

It’s a lousy way to have a proxy for quality, and it discourages 
growth in high Medicare areas. Aiid let HMOs and fee-for-service 
price underneath the Medicare payment if they want, and share 
the savings with the elderly. These kinds of changes would sub- 
stantially increase the availability of more flexible types of health 
care for the elderly. They would take care of some of the provisions 
that inhibit the growth of managed care and replace them with 
more direct measures and some incentives to choose more cost-ef- 
fective health care plans. 

To the extent that you set the Medicare payment at the level of 
the lowest cost plan in an area, you will encourage the elderly to 
choose more cost-effective health care plans, which may or may not 
turn out to be managed care plans. That will be as it is. There are 
some specific administrative issues that I think you need to con- 
sider. One has to do with how you set the payment for HMOs. 

There’s a recent study that got a lot of publicity that 
Mathematica Policy Research put out, saying that Medicare paid 
too much to HMOs for the elderly. Now, there’s a lot of debate 
about whether that was an accurate assessment. And there is also 
debate about whether or not savings from HMOs can continue over 
time, or whether they’re just a one-time savings. 

We’ll know more in the next couple of years, because of the enor- 
mous growth in the private sector, about whether they can con- 
tinue saving over time. In my view, there is no question that risk- 
based plans can save money. They fundamentally change the incen- 
tives facing providers of health care services. And to the extent 
that Medicare hasn’t achieved savings, it’s because they haven’t 
come up with the right pricing strategy or other administrative 
problems. 

We need to spend a little more time learning how to adjust for 
risks. But if you choose the 30-day enrollment/disenrollment, you 
will stop the churning. And that is an easy change to make. To the 
extent thrt you increase the use of risk-based plans, you’ll also 
lower the number of specific claims that are made to HCFA, and 
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that will lower some of the administrative costs. Although it won’t 
be a big savings. 

Another kind of administrative savings would be the use of re- 
gional carriers for clinical lab pa 3 rments. And I raise this because 
I pushed very hard to go to regional carriers for durable medical 
equipment as a way to reduce fraud and abuse. When this only 
represents 5 percent of a payment of a Part B payer, which was 
true for durable medical equipment, it’s easy for fraud and abuse 
to slip through. 

And the same is true for clinical lab payments. If you concentrate 
the claims in a few number of carriers who do nothing else but 
worry about clinical lab payments, they will be able to spot prob- 
able fraud and abuse, and it will also save a little bit of money. 
But you really need to be careful right now because of the interest 
in Congress to save money, to make sure that the kinds of savings 
you m^e in Medicare don’t push you in a direction which is incon- 
sistent with the reformed Medicare structure. 

Some will move in the right direction and some won’t. And let 
me give you a couple of examples. If you were to add a 10 percent 
coinsurance for home health, or a fixed copayment for rehabilita- 
tion hospital admissions, both of which are areas which have 
shown enormous increases in the 1990’s — 40 and 50 percent growth 
rates during some years — ^you would raise some additional reve- 
nues; you would lower utilization in these areas; and you would 
make managed care plans that tend to include them as part of the 
package price more attractive. 

Bundling acute care services, which was mentioned, capitating 
those parts of Part A which are outside of DRGs, would also have 
the incentive of having more cost-containment in those areas, and 
make managed care plans tend to cover those components more at- 
tractive. If you reduce payments to indirect medical education or 
direct medical education, which is also being considered, as it has 
been every year, you will affect academic health centers and teach- 
ing hospitals, but you will not have an effect on moving to a more 
choice-based system of Medicare. It will be indifferent with that re- 
gard. 

But if you take out very large reductions in overall physician 
fees, for example, you could lead physicians to try to compensate 
with additional volume increases, which would mitigate some of 
the savings and exacerbate the divisions between fee-for-ser>nce 
and at-risk medical practice. So how you go about accommodating 
the need for short-term revenue increases while setting the stage 
for more fundamental change in the incentives, information and op- 
tions that are needed to reform the Medicare program, is some- 
thing that you need to consider jointly. 

It will take some time to realize the gains from restructuring and 
reforming a Medicare program. And because of that, it’s important 
to start m^ing these broader reforms, while you’re on the lookout 
for more savings, as soon as possible. To my mind, this session of 
Congress is none to soon to start. Thank you. 

[The prepared statement of Dr. Wilensky follows;] 
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Prepared Statement of Gail R. Wilensky, Senior Fellow, Project HOPE 

Mr. Chairman and members of the subcommittee, thank you for inviting me to 
appear before you. My name is Gail Wilensky. I am a senior fellow at IVoject HOPE, 
an international hemth education foundation, and a former Administrator of the 
Health Care Financing Administration during the Bush Administration. However, 
I am here today representing only my own views on Medicare and my testimony 
should not be regarded as representing the position of Project HOPE or any other 
organization. 

I recognize that the focus of todays hearii^ is on the potential for administrative 
savings from Medicare and the Health Care Financing Administration. My remarks, 
however, will focus on the broader issues of how Memcare can be changed so as to 
resolve some of the financial problems facing Medicare and how to do so in ways 
that support and au^ent changes that are occurring the private sector. I will also 
comment on a few administrative changes that coula provide some modest savings. 

THE NEED FOR REFORM 

Medicare has some major weaknesses and is in serious need of reform. The most 
significant problems concern the financing of Medicare, which pose both short term 
and long term difficulties for the program. In the short term. Medicare Part B rep- 
resents a maior drain on the budget and therefore exacerbates the deficit. In the 
longer term. Medicare is not financially viable and its future insolvency raises seri- 
ous questions about the design of a program that will be sustainable in the 2l8t 
centuiy. 

At a time when spending in the private sector appears to have slowed dramati- 
cally, the increase in spending for Medicare continues in double digits. Between 
19^ and 1991, Medicare spending grew more slowly than did the private sector. 
(See Chart 1). But since 1991, Memcare has grown substantially faster than spend- 
iim in the private sector, 6.6% versus 4.7% growth in real spending, per capita. T^e 
dilTerential in spending growth between Medicare and the private sector for the 
1993-1994 period is at least two-fold, according to the Congressional Budget Office, 
although much of the data for this period remains preliminary. 

PRESENT STRUCTURE OF MEDICARE 

Despite fdl of the changes occurring in the private sector. Medicare continues to 
remain a fee-for-service program, with limited availability of and participation in 
managed care. The projections for 1995 indicate an expected enrollment of 2.6 mil- 
lion beneficiaries in HMOs, representing 6.6% of all enrollees (See Chart 2). The en- 
rollment in HMOs has grown rapidly over the last few years relative to the non- 
Medicare population (Chart 3), but that is because the HMO-enrolled Medicare base 
was so small. 

There are several reasons that explain the low managed care population in Medi- 
care. First, Medicare subsidizes the main competitors to HMOs. Fee-for-service 
Medigap is implicitly subsidized, since most of the increased use in health services 
that comes from eliminating Medicare’s cost-sharing is paid for by Medicare. Em- 
ployer provided supplemental insurance is also subsidized because it is provided 
tax-free to the beneficiary. In addition, there have been problems with Medicare’s 
payments to HMOs. Inadequate a<Ijustment for risk appears to have produced over- 

g ajrments to some HMOs, and probably underpayments to other HMOs as well. 

[owever, this is more of a problem for HCFA, and explains why to date there ap- 
pears to have been little savings associated with the HMO growth, although that 
finding has been subject to some dispute. Of greater relevance is the substantial 
variation in payment levels between counties and the substantial variation in pay- 
ment levels from year to year. In addition, questions have been raised about the ac- 
curacy of HMO payments in terms of its component measurements, and about the 
effects of having a large HMO enrollment in the non-Medicare population on spend- 
ing in the Medicare mpulation. 

What is probably the most significant deterrent to managed care growth, however, 
is the limited types of non-HMO managed care options that are currently available 
to the Medicare population, the very population that most needs and probably most 
desires flexibility. Medicare Select, a PPO offering, was limited to offerings in 16 
states, with a three year sunset provision. That authority Is in the process of being 
renegotiated, but its need for reauthorization reflects the difficulty that manage 
care plans have had within the Medicare framework. Point-of-service plans, wmch 
allow patients to opt out of their network and choose other physicians or facilities, 
are not currently allowed. Risk based “carve-outs," like the package price heart by- 
pass demonstration, are also not allowed except on a demonstration basis. And 
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HMO ^up-only contracts, which would permit employers to establish an HMO/ 
CMP {Man which enrolls only their own retirees who are Medicare beneficiaries, are 
also not allowed. 

If the Medicare program is to significantly increase its mana^d care enrollment, 
the first recpiirement must be to make available the more variea and flexible options 
that have been and are in the process of being developed in the private sector. But 
availability will probably not be sufficient. In order to see substantial growth in 
managed care, it will aim be necessary to change the incentives facing the elderly. 

(XIALS AND STRATBCIIES FOR A REFORMED MEDICARE PRCXIRAM 

Changing a popular program is always difficult, and chan^ng a popular program 
involving the elde^ is especially difficult because change raises fears and concerns 
about the future. The income oi the elderly has generally been determined by past 
actions and can not easily respond to new incentives or rules. This means we Md 
better be clear about our goals for a reformed Medicare program and our strategies 
for accomplishing the goals. These goals should include at least the following: 

increasing consumer choice for the elderly; 

providing incentives for accessible, high-quality, patient-oriented care; 

encouraging cost-conscious decision-making by the elderly; 

incorporating the innovative, cost-reducing delivery system reforms from the 
private sector into the Medicare promnm; 

laying the ground work for a fiscally solvent Medicare program. 

To achieve these goals it will be necessary to change the basic incentive structure 
associated with Medicare, open up the options available to the elderly and provide 
them with the information needed to make choices appropriate for each individual. 
Currently, there is little incentive for an elderly person to seek out cost-effective 
physicians or hospitals, or to use lower cost durable medical ec^uipment, labora- 
tories, or outpatient hospitals. And similarly, hospitals and physicians have little 
reason to provide the moat cost-effective care if there is any medical gain to be had 
from providing more services, and some reason to fear legal repercussions if they 
do less than they might have done and the patient has an adverse outcome. Ulti- 
mately, we need to reward the elderly for choosing more cost-effective health care, 
to provide incentives for physicians and hospitals to order and prescribe cost-effec- 
tive medicine, and to be willing to share the savings which an aggressive reorga- 
nization of health care can produce. 

I believe that the use of a better designed Adjusted Average Per Capita Cost 
(AAPCC) payment, the payment currently used for HMDs, could become the basis 
of a voucher or Medicare certificate whidi would encourage cost-effective choices. In 
or^r to make this transformation, it would be necessaiy to redesign the deter- 
minants of the AAPCC to make it more stable and to take better account of the risk 
selection that appears to occur, as well as open up more choices toward which that 
payment can be made. Ultimately, it may be appropriate or desirable to vary the 
amount of the payment with the income and/or wealth of the elderly person, thus 
transforming MecQcare into an income-related voucher or payment, but that is a de- 
cision that need not be made in 1995. Some specific changes that I would rec- 
ommend would include the following: 

Allow Medicare Select, the preferred provider payment system, to be available 
in all 50 states. 

Allow Point of Service plans. 

Allow rartial capitation or risk -based “carve-out” plana. 

Refine/Revise the capitation rate. 

Break the link to fee-for-service spending; 

Experiment with basing Medicare’s contribution to the premium on a 
competitively bid level: use this amount for Medicare’s contribution for fee- 
for-service plans as well. 

Experiment with alternative calculations of the capitation payment for 
areas that can’t support competitive bids. 

Move to annual open enrollment period for all changes in Medicare related 
policies; discontinue 30 day disenrollment policy for HMOs. 

Remove 60/50 rule for HMOs serving Medicare beneficiaries; require out- 
comes based reports plus consumer satisfaction measures to be avail^le to all 
potential enrollees. 

Allow HMOs to price underneath the Medicare payment and rebate savings 
to the elderly (and share savings with the government). 

The above changes would subst^tially increase the availability of more flexible 
types of health care for the elderly, remove provisions which inhibit managed care 
^wth and where appropriate, replace with more direct measurements ana provide 



176 


some inoentivea to choose the more cost-efTective health care plans. To the extent 
that the payment is set at the level of the ‘lowest cost plan” in the area or deter- 
mined by the difference between the lowest and the average cost plan, Medicare 
would provide a strong incentive for the elderly to choose cost-effective health care 
plans mat meet their needs and demands, which may or may not turn out to be 
managed care plans. 

SOME ADMINISTRATIVE ISSUES AND OTHER SHORT TERM SAVINGS 

Some have cited a recent study by Mathematics Policy Research indicating that 
Medicare spent more on HMO enrollees than they would have if those same individ- 
uals had stayed in a fee for service pro^am as reason to be indifferent to the 
growth of riu-based managed care in N^dicare. But the fact is that risk based 
plans have been shown to save money, at least in the short term, because they fun- 
damentally change the incentives facing providers of health care services. There is 
some debate about whether these savins can continue over time or will only occur 
in the short term. Given the growth in me large variety of managed care plans that 
is occurring in the private sector, we will probably be in a better position to assess 
whether savings can continue for at least some time several years from now. 

To the extent that Medicare has not achieved savings from HMDs, it is because 
of HCFA’s current pricing strategies and/or other administrative practices. One way 
to fix the problem would be to find a way to adjust for risk selection that is better 
than tile way it is now done. This problem of improving risk adjustment mecha- 
nisms is one that needs more attention for reasons of both public sector and private 
sector problems of selection. But another way to substantially reduce the problems 
from favorable selection, to the extent that they are occurring, is to move from a 
30 day enrollment cycle to an annual enrollment period. This would stop a lot of 
the churning that is now occurring and would substantially reduce aiw favorable 
selection. In addition, there is some debate about the accuracy of the Mathematics 
study but the current 30 day enrollment/disenrollment policy clearly encourages se- 
lection by toth the elderly and the plans they choose. 

To the extent that the use of risk based managed care increases, it will also 
produce some administrative savings. These plans So not receive payment for indi- 
vidual services and their growth would therefore reduce some of the claims-process- 
ing charges that HCFA now faces. 

An additional change in administrative practices that could produce modest sav- 
ings would be the use of remonal carriers to pay for clinical laboratoty charges rath- 
er than the current Part B carriers. Concentrating the payment among a small 
number of carriers allows for more effective pavnnent-saieguard strategies which 
should reduce fraud and abuse in an area that has been notorious for such prob- 
lems. This was the rational that was used to justify the use of regional carriers for 
durable medical equipment payment. 

Of even greater importance, however, is the need to be very selective about the 
types of short term savings that are pursued to be sure that they are consistent 
with a reformed Medicare structure. Some changes are consistent with the move to 
an incentive-based choice structure, some are neutral and some may move the sys- 
tem in the wrong <Urection. For example, adding a 10% co-insurance for home 
health, or a fixed copayment for rehabilitation hospital admissions would raise some 
additional revenues, lower utilization in these area, and make managed care options 
more attractive. Similarly, ‘Tiundling’ post-acute care services, capitating those 
areas of Part A, which have been growing very rapidly over the last several years 
and will continue to grow more rapidly than the remainder of Part A for the rest 
of the decade, will also make managed care plans that tend to cover these compo- 
nents more attractive and discourage their utilization in the fee-for-service world. 
Reducing payments to indirect medical education or direct medical education would 
be neutral with respect to its effect on the choice of the elderly regarding cost-effec- 
tive health care plans, although it will obviously affect academic health centers and 
teaching hospitals. But large reductions in overall physician fees could lead physi- 
cians to compensate with substantial volume increases, which would mitigate some 
of the savings and exacerbate the divisions between fee-for-service and at-risk medi- 
cal practice. 

I believe it is possible to accommodate the need for short-term revenue increases 
while setting the stage for the more fundamental changes in the incentives, infor- 
mation and options that are needed to reform the Medicare program. Since it will 
take some time to realize the gains from restructuring and reforming Medicare, it 
is important that these reforms be started as soon as possible. This session of Con- 
gress is none too soon to start. 
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Mr. Shays. I thank both of you. Dr. Wilensky, tell me what is 
the biggest danger if Congress tries to capture too much savings in 
Medicare? And where would be tiie most likely to capture this un- 
realistic savings? 

Dr. Wilensky. There are two fundamental choices to get money 
out of Medicare. One is to whack at provider fees. That’s basically 
what we’ve done for the last 5, 10, 15 years. And the other option 
is to try to redesign the benefits and the basic incentive or some- 
thing about the population covered. 

Now, if we just go and try to whack at provider fees — physicians, 
hospitals, home care, rehab hospitals — and not change the fun- 
damental incentives associated with this program, we will first be 
pushed into slash and burn strategies. 

I mean, really, big time reductions, which will either have a very 
m^or impact on access for the elderly, or lead to a lot of gaming 
as providers of services try to find other outlets to recapture some 
of uie reductions. If you do some reductions, but try to restructure 
the basic incentives so that the elderly have a reason to care about 
what they spend on health care services, you have a much better 
chance. 

Let me give you a couple of examples. Right now, the elderly do 
not gain if they either choose a more cost-effective health care plan, 
other than, they can get more benefits for what Medicare is willing 
to spend. But if they can find a durable medical equipment sup- 
plier, like oxygen or a wheelchair provider, of if they go to home 
care, which has been a huge growth area that is cheaper than the 
average, they don’t gain anything from it. 

The Government doesn’t even gain anything from it. Nobody, 
particularly, gains from it. There’s no incentive and there’s no shar- 
ing of the savings. So one of the things to do is to offer to rebate 
part of the savings if the elderly can beat Medicare’s price. And the 
elderly are a group that are very cost-conscious and do a lot of 
shopping, in general, as many of the merchants who deal with 
them have found out. 

So it’s this notion of, can you change the incentives, make it 
worthwhile for the elderly to think about what is important, where 
they want to go. Make it worth their while, and at the same time, 
selectively find areas where you might do some reductions of pro- 
vider payments and/or some increases in copays that the elderly 
face, especially if there are ways they can avoid them, like going 
to managed care. 

I don’t want to require people to do this. I don’t want to force 
them to do it. I want to have Medicare be willing to pay for the 
lowest cost set of services in an area, and let anybody buy anything 
else that’s important to them. 

Mr. Shays. It sounds to me to like you describe both the carrot 
and the stick in a sense. 

Dr. Wilensky. Yes, absolutely. I am describing both. 

Mr. Shays. Why, of all the institutions that I’ve come across in 
Government, was HCFA the most vilified by anyone who dealt with 
it? Now, admittedly, it was the medical profession that dealt with 
it. But it was the most vilified. It makes me wonder, do you think 
that HCFA just took sensible laws and sensible regulations and 
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iust went crazy with them, or do you think that the laws and regu- 
lations just became absurd? 

Dr. WiLENSKY. Well, think about what we’re trying to do with 
HCPA. Medicare is a pro^am that was designed to increase access 
to care for the elderly, which was a perfectly reasonable goal when 
it was set up in the 1960’s. The elderly had a lot of trouble getting 
insurance and health care — the low-income end because they 
couldn’t buy insurance, even if they weren’t poor. 

What was done is, we set up a program that was vintage 1960’s 
medicine. It was designed to look just like Blue Cross/Blue Shield 
in the 1960’s. That was the way to protect it. And for a lot of politi- 
cal reasons, it was done that way, as well, to sell it to the medical 
profession. The problem is, here we are in 1995, it still looks just 
like the 1960’s organization and structure of Medicare. 

So the only way Medicare can try to restrain spending — we in- 
creased all this access and we increased spending in a very major 
way — was to try, through harassment and hassle and Government- 
administered pricing, otherwise known as DRGs and Medicare fee 
schedules to set the prices we would pay and then to try to harass 
and hassle all the providers of services so that they didn’t provide 
too many services, since the elderly had no reason to care, particu- 
larly, about going to use more services, as long as they thought 
thw were getting any benefit whatsoever. 

& we really designed a program that had a hassle and harass- 
ment as its major w^ to try and restrain spending. In addition, 
in the last 10 years. Congress has done a lot of micromanagement, 
in prescriptive legislation that HCFA got to implement. And much 
as people like me said, hey, we didn’t pass CLIA. I assume it 
wasn’t my idea to pass CLIA. I just got to write the regulations 
that implemented, which got me into enormous difficulties around 
the country. 

Or I wasn’t there when they passed RBRVS, the relative value 
scale, but I was there when HCFA implemented this change in 
9,000 payment codes for physicians. So one of the reasons is that 
HCFA implements enormous amounts of regulation that reflect 
laws that the Congress chooses to pass. 

Mr. Shays. As a Member of Congress, I speak with every type 
of health care provider. They will always defend their proCTam, and 
then they will chop in little pieces what other providers oo. Nurses 
will tell me, doctors will tell me, they can’t live under Medicare fee 
schedule. Nurses will tell me that they will have a doctor who will 
visit five patients in 5 minutes and say, how are you doing, check 
and so on. 

And yes, they can’t make money for a 15-minute visit, but when 
it’s a 1-minute visit and they’ve seen five people, they do quite well. 
And so I end up getting a pretty low opinion of how this system 
sorts itself out. I’m coming to the conclusion that we try to tighten 
it here, and there will just be ways people will try to make it work. 

Dr. WiLENSKY. But that’s because the incentives are so bad. j^d 
it’s why, looking at Medicare as though it were a premium equiva- 
lent, that is, there’s an amount Medicare is willing to spend for 
somebody. My money. I’d rather have that amount get a little 
smaller for a high-income or high-wealth people. But that is a sepa- 
rate issue. But if you look at it as saying, there’s an average pay- 
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ment, a premium payment that Medicare is willing to pay for 
someone, and you want to now encourage people think about what 
is they can buy with that, and to buy what is, for them, the most 
sensible plan. 

For some people it will be absolute fee-for-service medicine is 
very important. For others, it might be a Kaiser type of HMO. I 
think you can even, if you’re willing to be a little more daring, for 
Mr. Souder, think about the notion of when someone turns 65, to 
say, we’ll give you one time to think about, do you want to go into 
a medical savings account catastrophic option? Medicare will take 
the actuarial value and buy you a catastrophic plan and put some 
money aside if you want to nave control over that. 

But if you don’t change the incentives, don’t be surprised that 
physicians try to make up in volume the very low fees we some- 
times pay. 

Mr. Shays. Ms. Suther, I basically accept the kind of rec- 
ommendation that Dr. Wilensky made, that a 10 percent base 
copayment could do wonders in terms of reducing usage and bring- 
ing extra income and so on. Why wouldn’t that be a sensible thing? 
We do copayment for other areas. 

Ms. Suther. I think the major reason is that those that are 
overutilizing services now, the providers that are overproviding 
now, will provide even more services if a copay is on a per-visit 
basis. Because if they provide a greater volume, that’s going to de- 
crease the cost of that unit of service. Instead of looking at the 
whole of cost for health care, or the whole of cost for at least home 
health care or nursing home care or hospital, if you can’t do it in 
the home, as a total whole, you don’t go out ana buy a house by 
looking at a price for nails and planks and so forth. 

You need to look at the cost of that episode of care with some 
kind of incentive, some kind of parent if the risk is greater in 
that particular case; for instance, it it takes longer to care for that 
kind of person. And that’s what we’re trying to identify with this 
new study that’s being done. But if you just add a 10 percent 
copay, there are providers out there that will just increase the utili- 
zation and never even collect the copay. 

Reputable providers 

Mr. Shays. Wouldn’t that be fraud, if they didn’t collect the 
copay? 

Ms. Suther. Yes, and it’s happening now. 

Mr. Shays. Yes, but just think what you said. 

Ms. Suther. Yes. 

Mr. Shays. No, you just made a comment that you basically 
think there will be a way they’ll get around the system by not ask- 
ing for the copay. 

Ms. SunffiR. That’s ri^ht. And the collection, now then the rep- 
utable providers — ^that will put many of the reputable providers out 
of business, because last time we had a copay in home care, it cost 
us more to collect the copay than we received in copav because of 
the regulations related to how many times you had to bill and how 
you had to do it. And that was back in the late 1970’s and early 
1980’8, and it cost us $9 to collect $5 then. 

Mr. Shays. Your response opens two other questions for me. But 
let me just ask Mr. Fattah if he would like 
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Mr. Fattah. Yes. I’d like to really continue, to some degree, the 
same line. You mention in your opening testimony that, even 
though the incidents may be few, that the fraud problems have sig- 
nificant price tags attached to them. And I just wonder if you coula 
share with the committee one or two examples of fraud on the pro- 
vider side. 

Ms. SuTHER. Well, I think inspector general 

Mr. Fattah. Before you do that, let me just say one other thing. 
I’m very familiar with the Visiting Nurses Association in my home 
State and in Philadelphia. They do a wonderful job, and I just want 
to mention that. I do know that you are the president of the asso- 
ciation in Texas. Thank you. 

Ms. SuTHER. Actually, I’m the president of the Visiting Nurses 
Association in Texas. It only serves 47 counties of the 250, but we 
serve both the rural and the inner city, which many don’t. This 
made me forget the question. Oh, some instances of fraud and 
abuse. I think that the most recent ones in the news were First 
American, ABC Home Care. 'That’s the one I read about this last 
week. Healthmaster, also out of Georgia, was another one that I 
read about this last week. 

The ones that the inspector general cited today from south Flor- 
ida. And they’re instances that our association has brought to the 
attention of the Government and individual home health agencies 
have brought to the attention of the Government. And there simply 
aren’t enough workers to investigate those. 

Mr. Fattah. Well, you su^ested in your testimony that you 
thought a private right of action, imder anti-kickback provisions, 
could be helpful. Could you elaborate on that? 

Ms. SuTHER. Yes. If I could bring private action against some of 
them, or my voluntary board of directors — I have 5,000 voliinteers 
working in my orgemization — and if we were allowed to bring ac- 
tion under private rights, we would do so, because we have very 
conscientious citizens in our community. And when they observe 
fraud and abuse, they like to bring it to the attention of the au- 
thorities. 

Mr. Fattah. OK. And I had one other question. You testified 
that legislation is needed to regulate home infusion therapy serv- 
ices. And why do you believe that this service is in need of a special 
Federal action? 

Ms. SuTHER. Well, all home care — medical services — need some 
kind of regulation to protect the public. We don’t need unnecessary 
or duplicative regulations, but we do need something to protect the 
public. There are veiw few regulations now in effect for infusion 
therapy. And it is probably one of the therapies that has the great- 
est opportunity for infection and harm to people that are receiving 
this service. 

And it’s $3 billion of the $12 home health billion bill. So it con- 
stitutes 25 percent, according to some figures I read this morning 
in somebody else’s testimony. It constitutes 25 percent of the home 
care benefit, yet there are no regulations reflating it. 

Mr. Fattah. OK. Thank you. Thank you, Mr. Chairman. 

Mr. Shays. Thanks gentlemen. Mr. Souder. 

Mr. Souder. I wanted to follow up with Dr. Wilensky on a couple 
of things. You listed a few points when you said that the Medicare 
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Select and the point of service plans, the risk-based, carve outs, 
and so on were currently discouraged and were not allowed. Where 
is the resistance coming from? Is it from seniors who don’t want 
it of providers? 

Dr. WiLENSKY. No, they are not allowed by law. The Congress 
has not allowed these program options to be available for seniors 
to purchase. Now, the one exception was what was called Medicare 
Select, which was passed by I was administrator, which was sup- 
posed to have been to allow PPOs to be available, period, just as 
they are very frequently by the under 65. In a last 2 or 3 a.m. ma- 
neuver, Mr. Stark put on the 15-State, 3-year sunset provision, so 
that they, in fact, were only allowed to be offered in 15 States. Al- 
though States had been informally offering them before, it wasn’t 
clear whether they were allowed or not. 

And it’s authorization ran out. If by June the Congress hasn’t re- 
authorized Medicare Select, you won’t even be able to get some- 
thing as limited as a PPO. So it’s very clear, if you doivt change 
the incentives, how attractive some of these plans will be. But right 
now, the issue is, except for very traditional, rigid HMO’s, the el- 
derly can only buy rigid HMO’s or use our card fee-for-service med- 
icine. If they want to buy anything else, they can’t; it’s against the 
law. 

I assume if they do so, evil things happen to the seller. 

Mr. SouDER. My question is really, as a freshman, being rel- 
atively ignorant of some of the processes here, who is putting the 
pressure on Congress? In other words, when you look at that you’d 
say, well, this is a pretty logical thing to do. In other words, if we 
tried to change this, where would the opposition come from? Who 
doesn’t want this? 

Dr. WiLENSKY. Well, I think it’s been a variety. 'There has been 
a very paternalistic attitude, in my view, on the part of Members 
of Congress, to not allow the elderly to have choices. That was in 
response to a real concern, I will add. I mean, the real concern was 
that the elderly were buying lots of little policies. But one way to 
have stopped that problem would have required easy to understand 
information about what you’re buying and what it costs. 

'The Congress in 1991 took a different strateCT of sajdng, by law, 
we will only allow 10 Medigap policies to be smd, and well rely on 
the National Association of Insurance Commissioners, NAIC, to set 
up what those 10 should be. Similarly, many Members of Confess 
thought PPOs, at the very least, would be a good idea. Mr. Stark 
has very strong views, both against HMOs in general, except Kai- 
ser happened to be, among other places, in Oaluand, and otherwise 
against any other of the risk-based plans. 

And he was in a very powerful position to not have them happen. 
I think also there was a sense for a while that Medicare was doing, 
through a regulatory structure, the Government-administered pric- 
ing as well or better than the private sector. So it was a philosophi- 
cal issue of how you try and go achieve cost containment. Right 
now this sort of jigs up. The private sector is really having much 
better success in terms of restraining growth and spending. 

Medicare is in double digits. Part A goes belly up in 2001; and 
Part B is a big drain on the Treasury. So the Congress is getting 
pressed to think a lot harder about how to get money in the short 
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term and restructure in the long term this pro^am, or it has a 
complete mess on its hands. But there has been tnis very paternal- 
istic attitude about not giving the elderly choices, as opposed to 
saying, here’s the information, here’s an incentive; you choose what 
you want. 

Mr. SoUDER. Do you think under managed care some of the con- 
cerns about physicians trying to adjust their services to recoup 
some of the costs would be addressed because it would be more 
flexible? 

Dr. WiLENSKY. Well, the idea in the risk-based groups that are 
part of a network is, it takes a lot of the decisions the Federal Gov- 
ernment otherwise has to deal with and puts them in the local 
hands of the ctoup that is providing all of the health care serv- 
ices — whether nome care makes sense as opposed to being in the 
office or being in a hospital, and whether, if doctors have an invest- 
ment in an imaging center, are they using it too much? 

Well, if the group has a capitated amount that has to cover all 
the services, it’s their problem to figure out whether this is the best 
place to go and whether it makes sense to have people in home 
care or not. If that person is with them, and that person can vote 
with their feet and change and go to another network, there’s a lot 
of incentive on the part of the health care plan to worry about 
whether they’re mving good care. 

And there^s a lot less itemized issues for the Federal Government 
to get involved in. 

Mr. SouDER. I wanted to ask one more question on copayment, 
if I may. At the end of your testimony, you said that one of the side 
things that can happen if you went to the co-insurance for home 
health care is, it could make managed care more attractive. Could 
it also make hospitalization and other things look more attractive, 
and we go right back to where we’re using more expensive services? 

Dr. WiLENSKY. Well, again, the idea is, if you— in the first place, 
there is a lot of oversight that goes on in hospitals, and there’s a 
fixed payment. So the only way hospitals can try to make up is if 
they try to increase volume, admissions. But there are so m^y 
other reasons why they’re not able to do that that I don’t think 
that’s likely to occur. \^at you do want to do is bundle payments. 
It may be bundling all the payments when you discharge someone 
from the hospital, if we coula figure out who to give that money 
to. 

So there is one group that is wonwing about how many visits and 
whether high cost or low cost, or better yet, to have a bundle of 
money that covers all of the non-hospital care or all of the care for 
the person. Because otherwise, as a Government tries to save 
money on one item, it encourages movement to some other area. 
Now, the fact is that having a copayment will get seniors — ^unless 
providers engage in fraud and don’t collect it — it will ask the sen- 
iors to think about whether or not this visit makes sense. 

In the area of home care, it’s not just prices that have gone up. 
The number of people served and the number of visits per person 
served since 1990 has increased huge numbers of times. You don’t 
know what those numbers look like. I will be glad to send you over 
a table that shows you not just the increase — the 40 to 50 percent 
increase in spending in some years in the early 1990’s — but the 
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number of people per 100,000 served, or per 1,000, I forgot what 
the unit is, and the number of visits for those served. 

It will really surprise you how big that’s increased. Having peo- 
ple pay a little share of the bill, 10 percent of the bill, get’s them 
to think about whether this really means anything to mem. And 
if they don’t want to deal with that, then they can go into an HMO, 
where it’s all covered as part of the packaged price. It’s their op- 
tion. Thev don’t have to. It makes HMOs a little more attractive, 
because they tend not to have coinsurance. 

Ms. SuTHER. Could I address that, too, briefly? 

Mr. Shays. Definitely, you may. 

Ms. SuTHER. I serve 8,000 patients a day. And of those 8,000 
people, over 40 percent of them could not pay $350 a year copay. 
Their average income is $7,500. We have a large percentage of our 
people who would have to pay a copay of over $900. 

About 4 years ago, Robert Wood Johnson gave us a grant to 
study buying behavior of health and social services for elderly citi- 
zens. 

And we found that people that were brought up during the De- 
pression years had different buying behaviors than people who are 
coming along now, especially m terms of social and nealth care 
services. And we found that they would do without those services 
until they were totally in need of total support in the home, total 
nursing home care or total hospital care. And therefore, the cost 
would be much greater in the end. 

They would do without food. They would do without eveiything 
to buy their medications. But then, if they thought that hefc was 
coming in for something, they simply wouldn’t take care of that. 
And to test that, we had a test group in low-income housing and 
we had an upper-income group that had a higher discretionary in- 
come. And we found the buying behavior of the low-income people 
and the high-income people as exactly the same if they came along 
during those Depression years. 

Now, we’re seeing some change in that buying behavior for a 
younger population. Because the younger population has been 
tai^ht and educated to buy more prudently. I agree that some kind 
of incentive needs to be there. For our own employees, we have an 
incentive to decrease health care costs. If they’re overweight, they 
have a higher premium, or they get a discount if they’re not over- 
weight, if they don’t smoke. So I agree with some kind of incentive 
for positive behavior. 

But when you’re dealing with a group — the primary users of 
home care today are over 80 years of age — and you can’t change 
that buying behavior easily. Now, I do think what Dr. Wilensky 
said about changing HMOs, allowing people to change every 30 
days certainly has increased the cost of prospective pay ana de- 
creased the cost in HMOs, because we find that all the time. A per- 
son’s in an HMO 1 month, when they get a problem, they opt out 
of the HMO and they go into fee-for-service. 

So there are a lot of things that need to be done. And they 
shouldn’t be done in haste, because when you change one thing, 
you change everything. And so you need to look at it in totality be- 
fore meiking those changes. 

Mr. Shays. Are you done? Mr. Fattah. 
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Mr. Fattah. Yes. I just had a quick question and concern on this 
issue of copay. You seem to be suggesting that not only should we 
go to a copay, but that it would cause people to pause before they 
went to a health care provider, because they obviously would be 
having to pay part of the cost. Isn't it true that part of the real 
problem in Health care is that people don’t see doctors soon 
enough? And that things get out of hand and then it costs more on 
the back end? 

But my actual question, and I hope that you can respond to my 
comment, too, is that since normally copays don’t take into account 
income, that the people at the bottom end of the real income 
stream here may actually have to, for fiscal reasons, not seek the 
kind of help that they would need. So, if you could just comment 
quickly. 

Dr. WlLENSKY. They’re related. In the first place, through the 
qualified Medicare beneficiary program, called QMB, and Medicaid 
itself, you cover the premiums and copays for lowest income and 
for people above the poverty line for their premiums for those at 
25 percent above the poverty line. 

Mr. Fattah. So we would be paying for it anyway. 

Dr. WlLENSKY. So, for the very lowest. Not for everybody, but for 
the very poorest. 

Mr. Fattah. OK 

Dr. WlLENSKY. The second thing is, look, if you make something 
free, don’t be surprised if people use a lot of it. And if you look at 
the numbers of home care use since 1990, you are going to see an- 
nual increases in spending— I’m not kidding--40 to 50 percent per 
year. Now, there was a reason this started going on. And the ques- 
tion is, what do you want to do about it? 

Now, one way is to have a copay to get people to say, is there 
a reason that you went from something like 38 or 40 visits per per- 
sons served to 68 or 70 visits per person served? Another is, if you 
don’t want to pay copayments, you know that there’s a managed 
care plan around that you can go to and you don’t have to pay 
copays. If you want the option to go whoever and wherever you 
want, whenever you want, and there’s no charges associated with 
it, don’t be surprised if you spend a lot of money. 

Mr. Fattah. I understand. But I’m just not sure that you were 
responsive to the crux of my question, though. I wasn’t here last 
year, but as I recall the health care debate, there was some notion 
and there was some number being mentioned in which an over- 
whelming amount of our health care dollars as a country was being 
spent on a person at the last few months or 6 months of their lives. 

Dr. WlLENSKY. That’s incorrect. Health care spending is con- 
centrated. 

Mr. Fattah. OK 

Dr. WlLENSKY. Ten percent of the population account for 70 per- 
cent of the dollars. But there is this myth that a totally dispropor- 
tionate amount of money is spent in the last 3 months or 6 months 
of life. In Medicare, 28 percent of the dollars go to people in their 
last year of life. And that number has been relatively constant over 
the fast 20 years. It’s actually slightly less concentrated for the el- 
derly than for the non-elderly. 
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And the reason is because the elderlv use a lot of services all the 
time. So when they get really sick and concentrate their spending, 
it’s less concentrates Now, do you want to have incentives for peo- 
ple to use preventive care? Well, part of it is by education. Part of 
it is by getting them in HMOs. If somebody is in an HMO and that 
HMO is responsible for them, they, as well as the person, have an 
incentive to do the things that count. 

It’s why Medicare HMOs show better preventive care in detect- 
ing uterine cancer. 

Mr. Fattah. But you do realize that some of the resistance from 
elderly populations that join HMOs is that it restricts their choices. 
And especially as people get older, they are in a comfort zone with 
their particular physician or whoever has been treating them. And 
in order to sign up for an HMO 

Dr. WiLENSKY. They may or may not find one that has the right 
mix for them of physicians. As it’s more and more common in uie 
under-65 population, they may well find it easier to find their phy- 
sician in an HMO that will take — I mean, this is not strange 

Mr. Fattah. But in the older population, that’s not the case. And 
I won’t prolong it. I think you understand my question, and I do 
understand your comments. 

Dr. WilENSKY. Yes, and it really is the issue of, if you want to 
have people have full coverage and no constraint about how and 
where they can go. So they’re not going to help you try to restrain 
spending. And the providers can outgain and outmaneuver any con- 
trol system I’ve ever seen, because their incentives are more direct. 
Just don’t be surprised that you’ve got double digit spending in the 
program, as harassed and hassled as we have made it. 

Mr. Fattah. Thank you. 

Mr. Shays. I’d love to just go on record as sa^ng that Medicare 
and Medicaid recipients can’t avoid being part of the changes in the 
health care industry, and we can’t allow our Medicare and Medic- 
aid to go up at 10 percent plus a year when it’s now 17, 16.5 per- 
cent of our total budget. So we’re going to have to find 100 different 
ways to encourage people to get into those systems, in my judg- 
ment. 

Ms. Suther, what did you want me to gain in this article that 
would not make me very, very concerned about fraud in home 
health care? 


Ms. Suther. Well, we’re very, very concerned about fraud in 
home care. And our association has been working on this. We start- 
ed the committee 2 years ago. 

Mr. Shays. Right, but relate it to this article. I mean, I’m sure 
you read it, because it’s part of your testimony. It is just one story 
after another of horror stories. And, candidly, your comment to me 
about if we had a copayment, it would encourage fraud, your testi- 
mony is that fraud isn’t a problem. This article is that fraud is a 
gigantic problem. 

Ms. Suther. No, that’s not my testimony. 

Mr. Shays. OK, I missed your testimony. I must have missed a 
main thrust of it. I thought you were saying we do not have a seri- 
ous problem of fraud in home health care. 

Ms. Suther. I said the proven instances of fraud in home care 
are very, very low, percentage wise. 
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Mr. Shays. And if I recall, you said it’s primarily in the bigger 
institutions. 

Ms. SuTHER. No, I said, however, there are 

Mr. Shays. Hold on a second, please. 

Ms. SUTHER. There are large institutions 

Mr. Shays. Would you answer the question? 

Ms. SuTHER. Yes. I said imfortunately many of the proven in- 
stances have been very large, or many of those that are before — 
that have not been tried right now, that are indicted right now are 
very large. And unfortunately, some types of things that they’re 
found on, one of the ones now, is very small things. 

Mr. Shays. What I heard you say was that there have not been 
a lot of cases of fraud. It’s been primarily in the major users of 
health care, some of the larger providers of home health care. 

Ms. SuTHER. I said proven cases. 

Mr. Shays. Yes, those are the proven cases. The implication, to 
me is that we didn’t have a problem. Now, I’m understanding that 
I must have taken that and made an assumption. Do we have a 
problem of fraud in home health care? 

Ms. SuTHER. I think there probably are more abuses than fraud. 

Mr. Shays. Do we have a lot of abuse? 

Ms. SUTHER. I don’t know how much abuse. I do know that there 
is some abuse. 

Mr. Shays. Do you think we have a serious problem of fraud in 
home health care? That’s the question. 

Ms. SuTHER. Well, to me, one case is serious. 

Mr. Shays. Well, I’m not talking about one case. 

Ms. SuTHER. OK. I can’t say that the industry is rampant with 
fraud and abuse. I don’t think it is. 

Mr. Shays. OK Then answer this question. Why would you have 
wanted me to read this article? Why would you have included it in 
your statement? It is just a mgantic indictment of our home care 
system and how we deal with fraud in it. So what’s the answer? 

Ms. SuTHER. Well, I think primarily to let you know that our as- 
sociation is trying to police itself and our providers and the mem- 
bers in that association. And in our lengthy written testimony that 
I submitted to you, there are the things that we’re trying to do as 
an industry to police ourselves. And we would request that Con- 
gress look at the additional things that we looked at that we’ve rec- 
ommended. 

Mr. Shays. I appreciate the suggestions you made. We talked 
about home care cnarging a fee implied it would lead to simificant 
abuses, and that people would not charge the recipient. That is a 
terrible indictment of the people that work in the system. I can’t 
believe that would be true. 

Ms. SuTHER. 'The disreputable agencies would do that. The rep- 
utable ones would not. And as I mentioned, the reputable ones, 
then, would not be available to provide services. And I would hate 
to think that my parents would not have a reputable agency avail- 
able to provide services to it. 

Mr. Shays. Is the fraud the bad guys who put the good guys out 
of business? 

Ms. SuTHER. Well, the bad e^ys would increase the ways they 
get to patients. No. 1. No. 2, ii I have to take a loss on the uncol- 
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lected 10 percent copayment, Fm a nonprofit agency and my com- 
munity will give me money to provide indigent care. But my com- 
munity will not make up tne difference between — will not make up 
bad debt, which that, in essence, would become. 

Mr. Shays. Yes. 

Ms. SuTHER. And there’s no way that our agency that’s been in 
business 60 years and other home care agencies that have been in 
business for over 100 years providing care can continue to provide 
care to the low-income people that cannot afford to make that 
copay. 

Mr. Shays. I think the ar^ment about low income being able to 
make a copay is a very valid argument, believe me, I cio. We’re 
going to end this hearing. But Mr. Fatt^, do you want to make 
any closing remark before we end? 

Mr. Fattah. I just want to thank the chairman for allowing me 
to participate in tne hearing. Thank you. 

Mr. Shays. Thank you. It was wonderful to have you participate, 
and it was nice to have all our witnesses, and I thank you for com- 
ing. I appreciate both of you having to wait the longest. Thank you. 
This hearing is ac^'oumed. 

[Whereupon, at 2:20 p.m., the hearing was adjourned subject to 
the call of the Chair.] 
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